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PREFACE 


one of the outstanding changes brought about by the Second World 
War was, beyond question, the transformation in the position of 
Western States and their nationals in Asia, especially in southern and 
eastern Asia. This had important effects on the factors hitherto respon¬ 
sible for the material development of that region and gave rise to novel 
economic situations and problems. On grounds both of practical 
importance and intellectual interest, therefore, it seemed to us, a few 
years ago, that it would be timely to undertake an examination and 
appraisal of the part played by Western enterprise in the economic 
development of the Far East. This was an ambitious project, and we 
could not hope, with our limited resources, to conduct a comprehensive 
survey. So, at the outset, we decided to restrict the scope of our 
inquiries to four countries, viz. China, Japan, Indonesia and Malaya. 
The results of the first part of our research were published in January 
1954 under the title of Western Enterprise in Far Eastern Economic 
Development: China and Japan. With the publication of the present 
study of Western Enterprise in Indonesia and Malaya our original 
project is completed. 

As we explained in the Preface to the first of these books, our purpose 
has been to investigate the course of Western enterprise in several 
widely contrasted environments so as to bring to light the diversity in 
the methods, organisation and policies of the Western firms, their 
varying achievements and the differences in their economic relations 
with the Asian peoples among whom they operated. In both Japan and 
China the Europeans were aliens who had to come to terms with 
national governments. Their entrepreneurial activities, though func¬ 
tionally of immense significance, remained peripheral. In Japan, 
Western enterprise was conducted within a sovereign State intent upon 
modernising its economy and institutions but ambitious to bring the 
administration of economic resources under native control. In China, 
Western enterprise pushed forward resolutely in the face of official 
indifference to economic progress and, at times, of hostility towards the 
agents of change. There, such economic development as the Westerners 
were able to promote took place largely ‘within an institutional environ¬ 
ment of extra-territorial privileges and a geographical framework of 
foreign concessions and settlements’. In sharp contrast, Indonesia and 
Malaya provide examples of the operations of Western entrepreneur- 
ship within the highly congenial circumstances created by Western 
colonial rule. This is undoubtedly one reason why the achievements of 
the Westerners in these countries were on such a massive scale. Because 
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Indonesia and Malaya were under Western administration. Western 
enterprise was able to penetrate into sectors of the economy from which 
it was excluded, wholly or mainly, in Asian countries that retained their 
independence. In the latter, moreover. Western enterprise was neces- 
sarily private enterprise . In colonial territories, on the other hand, 
Western governments could take a hand in economic development if 
they wished. A theme that recurs throughout this study is the contrast 
presented by Indonesia and Malaya in the extent to which the State 
chose to exercise entrepreneurial functions. 

The economic relations between Western firms and Asians—a subject 
that engaged our attention in the study of China and Japan—were of 
extreme complexity in Indonesia and Malaya. It is by no means a 
sufficient description to state that in the main the Europeans supplied 
economic leadership and capital, and that the Asians played a subordi¬ 
nate, though necessary, role in development. Throughout the modern 
period, Asians, especially Chinese, have been among the pioneers in 
South East Asia. Today they are found as partners, as well as salaried 
employees and wage-earners, in European concerns, and they them¬ 
selves own substantial undertakings in commerce, estate agriculture and 
manufacturing industry. These intricate inter-racial economic relation¬ 
ships, and the periodical changes in them, receive close attention in 
this book. 

The period covered by our survey extends from the early decades of the 
nineteenth century to the present time. We have only lightly sketched 
the remoter historical background, for our intention has been to trace 
in increasing detail the course of development as it approaches the 
middle 1950s. We have been especially concerned to describe the 
changes that have occurred since the end of the Second World War, 
and although we recognise that contemporaries are liable to be mis¬ 
taken about the significance of the events and trends of their own time, 
we have ventured to analyse and evaluate these changes. We have even 
permitted ourselves some licence of conjecture in regard to the prospects 
of Western enterprise in South East Asia, and indeed about the future 
economic development of the region; but we are fully conscious that 
in a time of political uncertainty such speculation is exceptionally 
hazardous. 

As in our book on China and Japan, we must emphasise the limita¬ 
tions of our purpose. We have been concerned with a particular aspect 
of the economic development of Indonesia and Malaya, namely the part 
played by Western individuals, firms and governments. The pre¬ 
eminence of the Westerners as entrepreneurs and their deep penetration 
into the economic life of the region have earned for them a place in the 
modern economic history of Indonesia and Malaya that is far more 
conspicuous than that which they occupy in the history of either China 
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or Japan. There are, nevertheless, important sectors of the South East 
Asian economies which lie beyond the scope of our study, and we are 
thus not presenting a comprehensive economic history of the region. 
The limitation applies to our judgements and conclusions no less than 
to our description of events. We have not sought to trace the full 
consequences of Western enterprise for South East Asian society nor 
to estimate its effects on the quality of life of the various peoples who 
live in the region. We have not written as apologists for Western 
enterprise, and we have not thought it our business either to defend 
‘colonialism’ or to deliver homilies on its shortcomings. On the other 
hand, we hope that our conclusions about the particular aspect of 
economic development to which we have directed our attention will 
contribute to the understanding of these large political and social 
issues. 

In this study we have enjoyed the advantage of being able to draw, 
to a much greater extent than in our book on China and Japan, on the 
published results of previous systematic economic and historical in¬ 
quiries. Our references call attention to our indebtedness to these 
sources. But some of our most important information, especially about 
the recent period, has been obtained from printed material and verbal 
evidence supplied by individuals and firms, both Western and Asian, 
with business in Indonesia and Malaya. Since it has seldom been 
possible to provide precise references for such data, at any rate for 
those which came to us through personal inquiries, we should like to 
express our thanks to all those persons, of many races and nationalities 
who, in South East Asia and in Europe, so generously gave us of their 
time and experience. We regret that it is impossible to mention all by 
name: in South East Asia we had interviews with some 400 persons in 
the course of visits to plantations, smallholdings, mines, factories, 
offices and other establishments. Our benefactors included business 
men, administrators of both independent and colonial governments, 
consular and embassy officials, missionaries, trade-union leaders and 
journalists. 

We drew heavily on the accumulated experience of the leading British 
merchant and agency houses, such as Guthrie and Co. Ltd., Harrisons 
and Crosfield Ltd., Maclaine, Watson and Co. Ltd., Boustead and Co. 
Ltd. and Sime, Darby and Co. Ltd.; of outstanding Dutch firms with 
widely diverse interests, such as the Nederlandse Handel Mij., N.V. 
Bomeo-Sumatra Handel Mij., N.V. Internationale Crediet-en Handels- 
vereniging ‘Rotterdam’, Jacobson van den Berg, N.V., and George 
Wehry, N.V.; and of famous Chinese enterprises, such as Kian Gwan 
Co. Indonesia Ltd. Invaluable help was given by banks, including 
the Chartered Bank of India, China and Australia, the Hong Kong 
and Shanghai Banking Corporation, the Java Bank (now the Bank 
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Indonesia), the Bank Industri Negara, the Escompto Bank, the 
Nationale Handelsbank, the Mercantile Bank of India, the Eastern 
Bank, the Bank of China and the National City Bank of New York. 
Among the great plantation companies, we are especially indebted to 
Socfin Co. Ltd., the Anglo-Indonesian Plantations of Java Ltd., Dunlop 
Malayan Estates Ltd., the Deli Mij., the Duff Development Co. Ltd., 
the Handelsvereniging Amsterdam, Mirandolle Voute and Co. Ltd., the 
Rubber Cultuur Mij. ‘Amsterdam’, Tiedeman and van Kerchem Ltd., 
the Vereenigde Vorstendlandse Cultuur Mij., and Wattie and Co. 
Ltd. Mining companies also gave help. We obtained much information 
from the Indonesian Government’s Banka Tin Co., the N.V. de 
Bataafsche Petroleum Mij., the Shell Transport and Trading Co. Ltd. 
and the Standard-Vacuum Oil Co. Ltd. In Malaya we were assisted 
by the two smelting companies, the Straits Trading Co. Ltd. and the 
Eastern Smelting Co. Ltd., as well as by tin-mining concerns, including 
Osborne and Chappel, Anglo-Oriental (Malaya) Ltd., Petaling Tin Ltd. 
and the Choong Sam Tin Mines. Information about shipping was 
supplied by the Koninklijke Paketvaart Mij. N.V., the Straits Steam¬ 
ship Co. Ltd., Alfred Holt and Co., and the Royal Rotterdam Lloyd 
Shipping Co. Ltd. Garuda Indonesian Airways N.V. and Malayan 
Airways Ltd. helped us to trace the growth of air services in the two 
countries. We are indebted to several Western manufacturing firms 
with plants in South East Asia, namely the Bata Shoe Co. Ltd., British- 
American Tobacco Co. Ltd., General Motors Corporation, Lever 
Brothers and Unilever, National Carbon (Eastern) Ltd., N.V. Philips, 
Proctor and Gamble Ltd., and the Nebritex Mill at Pasuruan. Local 
manufacturing firms also gave assistance. 

Merchant houses were one of our most useful sources of data. Apart 
from those already mentioned, our acknowledgements are due to I.C.I. 
(Exports) Ltd., I.C.I. (Malaya) Ltd., de Molukse Handelsvereniging, 
Lindcteves N.V., Harmsen Vcrwcy and Dunlop N.V., Gijselman and 
Steup, Catz Java Trading Co. N.V., and United Engineers Ltd. and, 
among Asian commercial concerns, to the Lee Rubber Co. Ltd., 
Wassiamull Assomull and Co., the Batik Trading Co. Ltd., and the 
Dasaad Musin Concern. The kind interest which Chinese dealers and 
brokers, Indonesian and Indian traders, and Indian, Ceylonese and 
Malay shopkeepers took in our research is among the pleasantest 
memories of this work, and a good deal of the material provided by 
them proved to be very relevant to our general conclusions. In forestry 
the Bruynzeel-Dajak Houtbedrijven N.V. and the Vereenigde Javase 
Houthandel Mijen. were most co-operative. Our gratitude must also 
be expressed to the Algemene Nederlands-Indische Electriciteit Mij., 
the Gemeenschappelijke Electriciteitbedrijf Bandoeng en Omstreken, 
the Overzeese Gas en Electriciteitmij., the Perak River Hydro-electric 
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Power Co. Ltd., the American Foreign Insurance Association, the 
Union Insurance Society of Canton Ltd., and the Great Eastern Life 
Assurance Co., Evatt and Co., Rennie, Lowick and Co., Credit Fonder 
d’Extrfeme Orient, and the Surabaya Drydock Co. Ltd. Important 
information was supplied by officials of the Coprafonds and the 
Rubberfonds, the Chambers of Commerce, the F.M.S. Chamber of 
Mines, the All-Malaya Chinese Mining Association, the Rubber 
Producers’ Council, the Rubber Research Institute of Malaya, the 
Proefstation voor de Java Suikerindustrie and the research station 
operated by the Algemene Vereniging van Rubberplanters ter 
Oostkust van Sumatra. 

Members of universities in South East Asia showed interest in the 
research and we are especially indebted to the following: Dr. Supomo, 
formerly President of the University of Indonesia and the Indo¬ 
nesian Ambassador in London, Dr. Resink, Professor Chabot and 
Professor de Heer, also of the University of Indonesia, and Professor 
Silcock, Professor Dobby, Professor Parkinson, Ungku Aziz and 
Mr. George Bogaars of the University of Malaya. Among the numerous 
other persons who helped us we should like to mention Dato Sir Cheng 
Lock Tan, Mr. and Mrs. Tan Ek-Khoo, Miss Constance White, Mr. and 
Mrs. A. de Silva, Mr. L. C. de Souza and Inche Mohamed Aris (founder 
of the Johore Smallholders’ Association) of Malaya, and Mr. N. Hill, 
Mr. T. K. Lim, Mr. W. G. Mayer, Mr. H. T. Khouw and Mr. E. D. 
Tan of Indonesia. Our thanks are due to many persons and bodies in 
the United Kingdom. We received generous assistance from the 
Association of British Malaya, the Indonesia Association, the Malayan 
Chamber of Mines and the Rubber Growers’ Association. Mr. G. W. 
Simms kindly commented on our chapter on mining in Malaya, and 
Mr. Richmond Temple supplied us with useful information. Professor 
F. E. Hyde allowed us to see the manuscript of an article in advance of 
publication, and also went to much trouble in elucidating for us some 
obscurities in the regional shipping history. 

We are under a deep obligation to the Institute of Pacific Relations 
and the Houblon-Norman Fund for grants which enabled one of us 
(Miss Donnithorne) to spend several months in Indonesia and Malaya 
during 1952. Our debt to Chatham House is again immense. To 
Mr. A. S. B. Olver and Miss Elizabeth Fraser of the Far East Depart¬ 
ment, and to Miss M. Cleeve, Research Secretary, we tender our thanks 
for assistance readily given over many years. To Professor G. J. Renier 
we owe the advice to adopt the revised spelling in Dutch titles of firms 
and other bodies. We are very grateful to Miss Margaret Skerl and 
other members of the Library staff at this College, and to the Librarians 
at Chatham House, the London School of Economics, the Colonial 
Office Library and the British Museum Reading Room. We thank 
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Mrs. Donald Carmichael for secretarial help and Mrs. G. C. Allen for 
assisting in many ways in the preparation of this work. We alone, of 
course, are responsible for any errors of fact or judgement. 

University College, London G. C. A. 

June 1956 A. G. D. 
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CHAPTER I 


THE COURSE OF WESTERN 
ENTERPRISE 


1. Introduction 

in our study of Western enterprise in the Far East we concentrated our 
attention upon two countries, namely China and Japan. In addressing 
ourselves to the study of Western enterprise in South East Asia, we 
have confined our survey to certain parts of that vast area, and at the 
outset we must refer to the main physical characteristics of the region 
that falls within our province. This region comprises, first the lands that 
today make up the sovereign Republic of Indonesia, and secondly the 
territories of the British Colony of Singapore and the Federation of 
Malaya. The whole of this region, which may be called the Malaysian 
Archipelago, has a damp, hot climate with few seasonal variations. 
Much of the land surface is still covered with virgin jungle, especially 
the great islands of Sumatra, Borneo and Celebes, many of the multi¬ 
tudinous small islands in the eastern part of the Archipelago, 1 and much 
of Malaya, particularly the eastern area. Here the population is thinly 
spread. On the other hand, Java, with its fertile volcanic soil, is the 
scene of intense agricultural activity and supports a dense population; 
while Singapore Island and the Malayan plain that stretches westwards 
from the central mountains have become important spheres of modern 
enterprise, agricultural, commercial and industrial. From the stand¬ 
point of its economic development, therefore, the region is far from 
homogeneous. 

The contrast between different parts of the region in physical charac¬ 
teristics and economic development is matched by a similar lack of 
homogeneity in the population. The Malays of Malaya and most of 
the inhabitants of Indonesia are of the same Malaysian stock and are 
Muslims by religion. They comprise the vast majority of the inhabitants 
of the region as a whole. Settled among them are communities of 
Chinese whose numerical importance varies widely between the different 
parts of the region. In Malaya 2 the Chinese outnumber the Malay¬ 
sians, whereas in Indonesia they represent less than three per cent of 
the total population. Yet even where their numbers are relatively small, 
their economic importance is considerable. Everywhere they exercise 

1 Commonly known as the Great East. 

* Unless otherwise indicated, the term ‘Malaya’ as used throughout this work 
includes both the Federation and Singapore. 
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functions of great significance for the commercial life of the several 
territories. Among other Asians settled in these regions Indians form 
the next largest group; they are especially numerous in Malaya. Small 
communities of Arabs are found in most of the chief trading centres. 
Europeans make only a small contribution to the size of the population, 
but, especially during the last century, they have occupied a command¬ 
ing position in political and economic life. Only now are they relinquish¬ 
ing political control and surrendering, in some measure, the functions 
of economic leadership in Malaya. In Indonesia, where the colonial 
regime came to an end in 1949, they are still pre-eminent in the modern 
sector of the economy. 

Heterogeneity in racial composition is accompanied by racial 
specialisation in economic activity. To a large extent the Malaysians 
are cultivators of the soil and unskilled workers in industry; the Chinese 
run the small-scale and medium-scale enterprises in industry and finance, 
and they provide the skilled labour for manufacturing establishments 
operated by their own people or by Europeans; the Europeans own 
and control most of the large agricultural, industrial, commercial and 
financial undertakings, and they supply the advanced technical expertise 
and the higher orders of administration. The region as a whole thus 
exhibits the characteristic features of a plural economy where different 
economic functions are exercised by sharply defined racial groups. Our 
study of Western enterprise will show how this plurality arose and will 
discuss recent changes in the functions of the various racial groups. 
The tables in Appendix I 1 show the relative importance of the different 
races in the population of Malaya and Indonesia. 

2. Western Enterprise Before the Treaty of London (1824) 

The diverse peoples who were drawn to South East Asia had very 
different effects on the Malaysian societies, and their legacies to con¬ 
temporary Indonesia and Malaya vary profoundly. The Chinese, who 
were already settled in South Sumatra and at Malacca and Old 
Singapore when the first Europeans appeared in the region, were artisans 
and peasants who had been attracted by opportunities superior to those 
they found in their homeland. Their emigration from China was in no 
sense organised by their government, which usually treated South East 
Asia with the indifference accorded to all countries beyond the borders 
of China. The emigrants retained only slender links with their home¬ 
land, and Chinese culture did not spread beyond the confines of their 
communities. The cultural influences of western Asia were more 
pervasive. In the medieval period merchants from India, Persia and 
Arabia came in search of the Moluccan spices, and their impact was 
not confined to commerce, for their culture and their religion had a 

1 p. 287 infra. 
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profound influence on the Malaysian peoples. The Achiflese in North 
Sumatra had accepted Islam by 1400, and this religion was still in 
process of spreading across the Indies at the time when the first Euro¬ 
peans came on the scene. These arrived as agents of the new national 
States that were being created in Europe during the sixteenth century. 
Political as well as commercial motives governed the direction of their 
activities, and among them mercantile enterprise was backed by national 
power. 

In the beginning the adventure of the Europeans in South East Asia 
as in other parts of the East was in a large measure the outcome of 
international struggles in their own continent, and during the subse¬ 
quent centuries the rivalries of the Western nations in South East Asia 
reflected the conflicts among them that were taking place nearer home. 
The first Europeans to appear in force were the Portuguese, whose 
maritime invasion of the East came at the end of a century of contest 
with the Muslims in the Mediterranean and Africa. They had found, 
on reaching India in 1498, that the centre of the spice trade was farther 
east, at the port of Malacca. ‘If they were only to take Malacca out of 
the hands of the Moors,’ declared d’Albuquerque, ‘Cairo and Mecca 
would soon be entirely ruined and Venice would then be able to obtain 
no spices except what her merchants might buy in Portugal.’ 1 Accord¬ 
ingly, in 1511, the Portuguese took Malacca and so established the first 
European outpost in South East Asia. With this as their base they 
proceeded to extend their political influence and trading operations 
throughout the Malaysian Archipelago. They soon found that although 
Malacca was the chief trans-shipment port for the spice trade, in the 
Spice Islands themselves the goods could be bought for a fifth or less 
of the prices they commanded at Malacca. So the Portuguese obtained 
a footing in those islands (now known as the Moluccas) by making 
alliances with the local rulers and playing off one against the others. 
In 1522 they built a fort at Ternate, a small Moluccan island near the 
Spanish settlement of Tidore, originally established by Magellan’s 
expedition. Later, other strongholds were founded by the Portuguese 
both in the Moluccas and in the Celebes, and when in 1580 the Crowns 
of Spain and Portugal were united the fortified posts of both countries 
gave support to each other. 2 

In the economic sphere the effect of the incursion of the Portuguese 
and Spanish was by no means confined to the spice trade, for they 
introduced into the Indies a number of plants which they had recently 
found in their new American dominions. Some of these, for example, 
maize, tobacco, sweet potatoes and cocoa, soon became of commercial 
importance in the Indies. Thus not merely was the demand for the 

1 F. C. Danvers, The Portuguese in India , vol. i, p. 226. 

* J. S. Fumivall, Netherlands India , pp. 15-17. 
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existing products of the region increased, but through the introduction 

chaSenge to their predominance. Before the union, the merchants of 
Amsterdam had bought spices in Portugal; but when Philip of Spam 
succeeded to the throne of Portugal, the harbours of that country were 
at once dosed to the Dutch, who responded by making efforts to obtain 
their spices from nearer the source of supply. During the last decade 
of the sixteenth century a number of companies were formed to trade 
with regions previously the preserves of the Portuguese, In 1595 the 
first Dutch expedition to the Indies set out. Two years later it returned, 
having reached Bantam in Java, Before 1601 sixty-five ships on fifteen 
separate voyages had been dispatched from Holland. Many of them 
were manned by seamen who had learned the route to the Moluccas 
during previous service on Portuguese ships. It is significant that these 
expeditions were backed by the government and the city corporations. 
The mercantile enterprise of the Dutch in South East Asia was thus 
rooted in international political rivalry in Europe and was fostered, of 
set policy , by the government. Commerce was a matter of State, even 
though the conduct of the enterprises was left to companies of 
merchants. 

The maintenance of a uniform policy by these mercantile adventurers 
was aided by the formation in 1602 of the Dutch East India Company, 
which brought together in a single organisation the several independent 
companies engaged in eastern trade. By its Charter the Company was 
granted the exclusive right of trading with the East Indies under the 
protection of the States-General. It was permitted to make alliances 
with native princes, to appoint governors and to employ troops. In 
1609 the company sent a Governor-General and counsellors to the 
Indies to attend to its growing interests there, and thenceforward 
effective control over its affairs rested with its local officials. 1 The 
isolation of these from their superiors in Europe meant that policy 
was largely determined by the ‘men on the spot’, who were not restrained 
by a distant government from seizing opportunities for furthering their 
own fortunes as well as those of the company. 

Meanwhile England, the other Power that was challenging the Portu¬ 
guese hegemony, had been drawn into the search for trade in the 
Indies, and this led to the formation of the English East India Company. 

At the outset, however, this company’s resources were much smaller 
and its organisation less effective than those of its rival, and it was the 
Dutch who played the chief part in ruining Portuguese power and trade 
1 Furnivall, op cii., pp. 23-4. 
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| in South East Asia. As a result it was they who became the chief heirs 
I of the Iberian pioneers. They seized control over the Moluccas and the 
jgjf spice trade, and the destruction of the Spanish-Portuguese fleet at their 
| hands in 1615 finally established their dominion over those islands. 1 
I Already they had built forts on the Banda Islands, and both they and 

P the English had factories in Bantam. For a time the English disputed 

the claims of the Dutch to predominance, but in spite of the treaty 
between the two Powers in 1619, which shared out trade between them, 
the Dutch by the middle of the seventeenth century had ousted their 
rivals from most of the chief trading centres and had much extended 
their dominion. Coen, who became the Dutch East India Company’s 
Governor-General in 1619, was the chief instrument of this policy. He 
firmly established Dutch rule at Jacatra (Batavia); he ‘pacified’ the 
islands of Banda by killing the inhabitants and then granting their lands 
in perks to servants of the Dutch Company, who, in return, were 
obliged to sell all their produce to the company at fixed prices. In 
other parts of the Archipelago he inaugurated ‘inspection tours’ which, 
to the victims, seemed rather like predatory raids. As the power of the 
native rulers was undermined, there was a spread of piracy, and this 
led the Dutch to build fortifications at Macassar, Bandjermasin and 
Palembang. Padang, on the west coast of Sumatra, was occupied 
in order to safeguard the supplies of pepper from that locality. 
By 1641, when the Dutch took Malacca from the Portuguese and 
gained complete control over the Straits, the company’s Governor- 
General could claim that the Dutch possessed all the pepper trade of 
the west coast of Sumatra and most of the spice trade of the 
Archipelago. 2 

Throughout the seventeenth century the British were in retreat in this 
region. In face of Dutch competition they abandoned most of the 
‘factories’ which they had founded early in the century. When, how¬ 
ever, they were driven completely out of Java in 1683, they sought 
compensation by fortifying a post at Bencoolen on the west coast of 
Sumatra, and this remained in their hands for nearly a hundred and 
fifty years. 

The triumphant Dutch East India Company was intent upon increas¬ 
ing its trade and revenue by all measures that its officials could 
conceive. It took advantage of feuds among the local rulers to promote 
its interests. For example, the Sultan of Mataram, in return for Dutch 
support against his rival, the Sultan of Bantam, agreed to pay the 
company a tribute in rice and to ban the growing of coffee by his 
subjects so as to eliminate competition with the company’s own coffee 
interests. Again, in 1657, an agreement was concluded with the Ruler 
of Ternate by which the cultivation of spices was to be restricted to 
1 Cambridge Modern History, vol. iv, p. 733. 2 ibid., p. 740. 
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. n„trh control. 1 Similar restrictive agreements 
islands directly under D both j n the islands and in Malaya, 

were made with other nationals of other countries were allowed 

and where, as at Malacca, tQ discriminatory duties. It was 

to trade, their goods w J agreem ents with the native princes 
through Iheu effortsuthat the political power of the 
and so to maintain their pnv b 
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S “f Uw company, was evolved. The chief 
function of the officials was to ensure the regular payment to the 
company of tribute in the form of coffee, indigo, pepper, cloves and 
other commodities, and in the eighteenth century the company s 
revenue from the sale of this tribute far exceeded its profits from 
ordinary trade in the Archipelago as a whole. For this reason Java 
tended to engage an increasing share of the company’s energies and 
by the last quarter of the eighteenth century Dutch power in the other 
islands came to be represented only by scattered trading stations. 

Among the crops fostered by the company’s policy sugar had a 
leading place, and in the eighteenth century it became a major export . 
The Chinese settlers in Java were active both in the growing and milling 
of sugar, and their practice of employing forced labour on their estates, 
together with other abuses, persuaded the company to place restrictions 
on the alienation of village land to outsiders. This regulation, by 
excluding the Chinese from agriculture, forced them to confine them¬ 
selves to activities in which they were already becoming predominant, 
namely medium- and small-scale trade. Moreover, the company 
helped to strengthen the commercial and financial importance of the 
Chinese by its practice of farming out tolls and taxes to them. Thus, by 
the end of the eighteenth century, the plural economy had taken shape. 
The Dutch had largely destroyed the commerce formerly conducted by 
native rulers with foreign countries, and in Java itself commercial enter¬ 
prise passed almost entirely out of native hands. The result was that 
‘the Javanese became a people of cultivators’, 2 while the Chinese 
discharged the functions of middlemen in domestic trade, and the 
Europeans determined and administered the economic policy of the 
country and handled the overseas commerce. Yet, while the company 
was transforming the life of Java and the Malaysian Archipelago, its 
own finances were at times conducted with gross incompetence. Many 
of its agents were corrupt and made fortunes for themselves at the 
company’s expense. By the time the Revolutionary Wars broke out in 
Europe the company had created a colonial empire for the Dutch; but 
it was itself insolvent. 


1 Fumivall, op. cit ., p. 31. 
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At that time there remained to Great Britain only two settlements in 
South East Asia: Bencoolen on the west coast of Sumatra, and Penang, 
an island off the west coast of Malaya. Penang had been leased by the 
East India Company from the Sultan of Kedah in 1786, partly because 
it provided a convenient port of call for East Indiamen bound for China 
and partly because the British feared that unless theyseized a tradingpost 
in Malaya the Dutch might exclude them altogether from that region. 

During the Revolutionary Wars the Malaysian Archipelago was 
affected by violent political changes which arose from the demands of 
European strategy. In 1788 Great Britain and the Netherlands had 
signed a treaty under which either Power might occupy the colonies 
of the other for the purpose of defence against the common enemy 
in Europe. Consequently, when Holland was drawn into the French 
orbit in 1795, the British occupied Dutch posts and colonies in various 
parts of the world. These included Malacca, Amboyna, and the west 
coast of Sumatra. In Java the Batavian Republic succeeded to the 
authority of the United Provinces, and in 1800 the Dutch East India 
Company came to an end. The Batavian Republic, however, was 
regarded as an appendage of France. As such it came under British 
attack. Consequently, although Governor Daendels, who ruled on 
behalf of the Franco-Spanish Government of the Netherlands from 
1807 to 1811, reorganised the system of government and introduced 
many economic and administrative reforms, Javanese trade languished, 
being cut off from its markets by British sea power. Then, in 1811, 
Java was occupied by the British, and for five years it was subject to 
the memorable governorship of Stamford Raffles. 

Raffles aimed at introducing a regime of economic liberalism in place 
of the mercantilist arrangements of the Dutch, and he proposed to 
substitute a modern fiscal system for the existing semi-feudal devices 
for raising revenue. He realised, moreover, that a greater development 
of the resources of the country would open large markets to British 
manufacturers. ‘By the establishment of a free and unrestricted com¬ 
mercial intercourse to draw forth their resources while we improve 
our own’ 1 —such was Raffles’s prescription. The power of the regents 
was reduced and the government assumed direct responsibility for 
renting out the lands which the regents had hitherto administered. 
Raffles also introduced a sound currency system, and he proposed to 
do away with forced labour and payments in kind, replacing these by 
money taxes. The practice of farming out the taxes to the Chinese was 
likewise abolished. 2 

1 T. S. Raffles, On the Administration of the Eastern Islands in 1819 (being an 
Appendix to Sophia Raffles, Memoir of the Life and Public Services of Sir Thomas 
Stamford Raffles ), p. 17. 2 Fumivall, op. cit. f pp. 67 et seq . 
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It was not possible for Raffles to carry all these reforms through to 
a successful conclusion. The process of abolishing forcedI labour r and 
payments in kind was necessarily slow in a country wherethe peasants 
were unused to monetary transactions. Moreover , Raines was not 
averse from actions inconsistent with the principles of economic liberal¬ 
ism when national advantages could be secured. For example, British 
traders were accorded preferential treatment in Java, while the tin-mines 
on Banka Island, formerly operated by the Sultan of Palembang, were 
taken over and worked as a State monopoly. 

After the Napoleonic Wars the Dutch colonies that had fallen into 
British hands were restored to Holland; Java was given back in 1816 
and Malacca in 1818. Meanwhile Raffles, who had been transferred to 
Bencoolen, the one remaining British possession in the region apart 
from Penang, renewed an earlier plea for the establishment of a British 
station in Johore. The result of his importunity was the foundation of 
Singapore in 1819. The land for the settlement was leased by the East 
India Company from the Sultan of Johore, and the place was soon 
turned from a mangrove swamp into a thriving centre of trade. Raffles 
predicted its ample future. He saw it as a port in which trade was 
‘open to ships and vessels of every nation, free of duty, equally and 
alike to all’. 1 Singapore was symbolical of the new age of economic 
liberalism and free trade as Batavia in the seventeenth and eighteenth 
centuries had been of mercantilism and monopoly. 

The period of political instability in which control over the various 
territories in South East Asia was dependent upon the changing fortunes 
of belligerents in Europe was brought to an end by the Treaty of 
London, concluded between Great Britain and Holland in 1824. This, 
in fact, demarcated the spheres of the two Powers in South East Asia. 
The Straits of Malacca were acknowledged as the dividing line between 
their respective authorities. To the south was the Dutch Empire, to the 
north the British. In accordance with this principle the Dutch gave up 
Malacca in exchange for Bencoolen. Thus the British paramountcy 
was acknowledged in Malaya, and the Dutch in what is now called 
Indonesia. In the same year as the treaty was signed, the whole island 
of Singapore was ceded to Great Britain which now possessed the three 
Settlements of Penang, Malacca and Singapore. From this point the 
histories of Indonesia and Malaya diverge and must be treated 
separately. 


3 . Economic Expansion in the N.E.l. 

After Holland had regained possession of Java and her other Eastern 
colonies, there was a reaction against the policy of economic liberalism 

1 Sophia Raffles, Memoirs of the Life and Public Services of Sir Thomas Stamford 
Rqffles> p. 541. 
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introduced by Raffles. The Javanese peasant, it was found, had not 
responded to the inducements of a higher money income which free 
cultivation for a market offered to him. Other methods of increasing 
the supply of produce for export had, therefore, to be sought. Further, 
much of the trade and shipping of the East Indies had passed into 
British hands, and the Dutch saw little prospect of regaining them under 
a regime of laissez-faire . So there was a return to economic policies 
similar to those of the company days. The first step towards a State- 
directed economy was taken by the foundation in 1825 of the Neder- 
landse Handel Maatschappij (the N.H.ML). 1 This concern was conceived 
as an import and export agency for the Netherlands Government 
throughout the world, and especially in the East Indies. Its chief share¬ 
holder was the King of the Netherlands, who guaranteed from his privy 
purse a dividend of 4i per cent on its capital of 37 million florins. 2 
Three years later the Java Bank was founded with a capital subscribed 
mainly by the Netherlands Government and the N.H.ML 

The institutional foundations of the new economic policy were com¬ 
pleted by the introduction of the cultuurstelsel (or cultivation system) 
on the initiative of van den Bosch who became Governor in 1830. By 
this system the native cultivators, instead of paying (as during the 
Raffles regime) a proportion of their crops to the government as rent 
for their land were required to set aside a fifth of their land for the 
production of prescribed crops, such as coffee, sugar, tea, pepper and 
tobacco. This produce was purchased by the government at a low 
fixed price or was acquired by it as taxes in kind. The produce was then 
shipped by the N.H.M. to Holland, where it was sold at a high profit. 
At the same time the government of the Indies interested itself in 
agricultural methods. Irrigation works were undertaken and a Director 
of Cultures appointed. Government participation in economic affairs 
even extended to the processing of crops for export. For instance, 
although it used contractors for sugar milling and similar operations, 
it frequently financed them by making advances to cover fixed and 
working capital. 

The result of these efforts was a large increase in production and 
exports. The latter rose in value from 12*9 million florins in 1830 to 
74*2 million florins in 1840. The production of such commercial crops 
as coffee, sugar and indigo was vastly expanded and the output of tea 
and tobacco also grew. These advances far more than compensated for 
the decline into insignificance of the old spice trade of the Moluccas. 
The Netherlands itself greatly benefited. Apart from the profits 
from the sale of colonial produce acquired under the cultuurstelsel , 
from 1831 the Dutch exchequer began to receive a regular subven¬ 
tion from the Indies which represented the surplus of the colonial 
1 Often referred to as the ‘Factorij’. 2 Furnivall, op. cit ., p. 98. 
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government’s revenues. This tribute known as batig slot averaged 9-3 
million florins a year during the fourth decade of the century and rose to 
14 million florins in the fifth decade. 1 

A key position in these economic operations was occupied by the 
N.H.M. This concern had a monopoly of the consignment of govern¬ 
ment-owned produce to the Netherlands, and it handled much of the 
produce of private planters whom van den Bosch had also encouraged. 
In 1840 two-thirds of the total exports of Java passed through its hands. 2 
The material advantages that accompanied economic development 
under this authoritarian regime seem to have accrued mainly to the 
Western government and its agents or to Chinese and Western middle¬ 
men. But economic development also made possible a steady increase 
in the Javanese population. 

Important constitutional changes affected the colonies just before the 
middle of the century. In 1848 they were brought under the control of 
the States-General, and the government was required to submit an 
annual report on them. This exposed the colonial authorities to 
criticisms from the Liberals, who had long objected to the cultuurstelsel 
on economic, political and humanitarian grounds. The struggle between 
the Conservative and Liberal forces in Holland over economic policy in 
the Indies was protracted, but the supporters of authoritarianism and 
State monopoly were obliged to retreat gradually from position after 
position. In 1860 slavery was abolished. During the next ten years 
cultivation for government account was given up in the case of pepper, 
tea, cloves, indigo, cinnamon and tobacco. This still left two of the 
chief crops, sugar and coffee, under the old system. A law passed in 
1870 provided for the termination during the succeeding twenty years 
of the system as it applied to sugar. So, by the end of the century the 
only survival of the cultuurstelsel was in coffee. 3 

These were important steps towards a liberal economy. But the 
native Javanese worker was still far from enjoying the rights of the 
European worker. Although forced labour had disappeared, the con¬ 
tract labour employed in Western undertakings was subjected to penal 
sanctions. Such sanctions were invoked not only against Javanese but 
also against immigrant Chinese labourers, including those engaged on 
tobacco plantations on the east coast of Sumatra. 

During this period many fiscal reforms were carried through. The 
abolition of the cultuurstelsel made necessary the introduction of 
modern systems of taxation, and the farming out of poll taxes was 
ended. The liberalising movement extended to foreign trade. During 
the sixties import duties were lowered and preferences in favour of 
Dutch imports and Dutch ships were reduced. In 1872 these preferences 

1 Fumivall, op . c/7., pp. 127, 134. 2 ibid, p. 130. 

8 ibid. Chapters VI and VII, passim . 
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were abolished. Another important step towards economic freedom was 
taken in 1870 by the passing of the Agrarian Law. By this enactment 
the government was authorised to grant leases for periods up to seventy- 
five years to Dutch subjects, inhabitants of the Netherlands or the 
and to companies registered in the Indies. This law, which 
provided a legal basis for the extension of private Western enterprise 
in Indonesia, remained in force, with minor amendments, until the end 
of Dutch rule. In 1871 legal provision was made for the hiring of land 
from natives for limited periods, namely five years for land held on 
customary tenure and twenty years for freeholds. 1 

If private enterprise was able to take advantage of these legal changes 
and to step into the position once occupied by the State, this was in 
some measure attributable to the success of the N.H.M. in adapting 
itself to the needs of the new economy. That organisation had been 
a pillar of the cultuurstelsel and had at times lent large sums to the 
government. Now it began to finance private estates and sugar factories, 
partly from its own resources and partly from deposits which the 
government from this time onwards placed with it. in this way the 
N.H.M. became the first of the cultuurbanken , that is, the agricultural 
finance corporations which subsequently played an essential role in the 
financing of Western agriculture in the Indies; a parallel can be drawn 
between them and the agency houses of India and British Malaya. 
While the cultuurbanken gave long-term advances to the private estate 
owners, the Java Bank and the other commercial banks provided the 
credit necessary to finance shipments of produce to Europe. 

Although the government after the sixties largely abandoned agricul¬ 
ture to private concerns, it was not able, even if it had so wished, to 
retreat from all forms of enterprise. In the first place many legacies of 
the older regime of monopoly and cultuurstelsel were perforce carried 
into the new era. The State remained a large proprietor of agricultural 
land. Two of the major business undertakings, the Java Bank and the 
N.H.M. which had been founded on the initiative of the State or Royal 
persons and were capitalised by them, retained an outstanding position 
in the economy, even though they now had competitors. In some fields 
the government’s activities actually increased. Adequate communica¬ 
tions and transport services were obviously essential to the development 
of colonial resources, and where private enterprise showed reluctance 
the State was compelled to step in. Before 1860 it had not been prepared 
to allow private initiative in railway construction nor was it so con¬ 
vinced of the importance of railways as to furnish the necessary capital 
itself. In the early sixties, however, concessions were given to private 
companies for building two lines, and later, when private enterprise 
proved to be unwilling to undertake further projects, the State itself 

1 ibid., pp. 178-9. ' 
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engaged in construction. The government also directed its energies 
towards irrigation projects and promoted improvements in harbours. 

Jn shipping, the government intervened chiefly in order to foster the 
Dutch lines in the face of their British rivals. During the period of the 
cultuurstelsel and preferential duties, Dutch shipping had been pro¬ 
tected against foreign competition. This relieved it of the necessity for 
adopting technical improvements and it was slow to change from sail 
to steam. The result was that the British took the lead in the institution 
of steamship services, and with the opening of the Suez Canal and the 
abolition of the discriminatory duties on goods carried in foreign ships, 
their competitive position was further strengthened. The Dutch authori¬ 
ties resented the British ascendancy in this business and were determined 
to end it. In 1870, Prince Henry of the Netherlands, with this purpose 
in mind, took the initiative in the establishment of the Nederland Line, 
and in 1888 several leading Dutch concerns co-operated in founding 
the K.P.M. 1 to operate in the waters of the Archipelago. 

Mining was another branch of economic activity in which the State 
interested itself. From the days of Raffles, the mines of Banka had been 
under State control. On Billiton royal initiative again led the way, for 
Prince Henry of Holland helped to form a company to work the tin. 
Early attempts, official and private, to exploit the coal resources of 
Borneo had been unsuccessful, but the coming of the railways in the 
sixties created an urgent need for local supplies. When private concerns 
showed reluctance to provide the capital needed for working the 
deposits on the west coast of Sumatra the government itself undertook 
the operation. 

Nevertheless, although the East Indian Government remained far 
more directly concerned in economic activity than were most other 
colonial governments of the time, the chief developments of the last 
three decades of the nineteenth century came about through the growth 
of private plantations and processing establishments. Between 1870 and 
1885 Java’s sugar production more than doubled and many new sugar 
factories were built. 2 This period was later regarded as the golden age 
of the sugar magnates. Production of food crops for local consumption 
also increased. 

The chief manifestations of this agricultural progress occurred in Java. 
From the sixties onwards, however, important developments took place 
on the east coast of Sumatra. Nienhuys, a pioneer in this region, first 
came to Deli in 1863, and there discovered that the soil and climate 
were suited to the cultivation of tobacco. Other planters followed. As 
the estates were opened up it became necessary to provide the adminis¬ 
trative framework for the new communities that appeared. From the 
coastal belt effective Dutch rule was extended to the interior occupied 
1 Koninklijke Paketvaart Mij. 2 Fumivall, op. cit ., p. 195. 
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by the Bataks and other tribes. In the extreme north the Achinese 
resisted these encroachments, and even after a series of campaigns the 
Dutch hold on these territories remained precarious. On the other 
islands of the Archipelago, apart from Banka, Billiton and Singkep, 
the centres of tin-mining, there was, during the nineteenth century, no 
regular Dutch administration at all. 

The remarkable prosperity which the private estates enjoyed in the 
early years of the liberal era was short-lived. In the eighties disease 
attacked both coffee and sugar. At the same time, the prices of these 
products fell steeply, partly through the general economic depression 
of the middle eighties and partly, in the case of sugar, because of the 
policy of fostering beet sugar production in Europe. The slump had 
important enduring consequences. The individual planter gave place 
to the limited company; the cultuurbanken acquired greater control 
over the units which they financed; and the banks in turn passed under 
the control of financial institutions in the Netherlands. Major decisions 
of policy were thus shifted to the homeland, a tendency which contem¬ 
porary improvement in communications did much to promote. The 
slump led to technical advances and during the nineties progress was 
resumed. Sugar production indeed nearly doubled between 1885 and 
1900. 1 During this period there was, moreover, a diversification of 
agriculture and the former extreme dependence upon coffee and sugar 
was reduced. 

The transference of economic responsibility from the State to private 
enterprise altered the occupational composition of the European com¬ 
munity during the second half of the nineteenth century. In 1852 less 
than one person in twenty of the occupied Europeans (excluding those 
in the armed forces) was engaged in private business; in 1900 the 
majority of the far larger civil population—it was then 74,000—were 
outside government service. 2 In the Outer Provinces, where Europeans 
had been few before 1850, their numbers became substantial. With the 
growth in the European community outside government service, there 
arose a demand for improved educational facilities, roads, and other 
amenities, and this demand the government had to meet. Yet the 
colonists resisted the introduction of heavier taxation and during the 
sugar crisis of 1885 they even successfully agitated for the reduction of 
the sugar export duties. Consequently the government surpluses were 
reduced. It was from these surpluses that the batig slot had been paid. 
This tribute reached its maximum in the period 1861-6 when the annual 
payment averaged 32 million florins. Thenceforward it fell rapidly and 
came to an end in 1878. 3 

Meanwhile, economic development had made possible a striking 
increase both in the native population and in the Chinese community. 

1 ibid,, p. 200. * ibid., p. 212. 8 ibid., p. 211. 
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The latter profited greatly from the expansion in trade and made their 
own indispensable contribution to the economic advance of the time. 
AH commerce between Europeans and natives passed through Chinese 
middlemen. The Chinese also took a leading part in native manu¬ 
facturing industries, such as batik work, and they participated in the 
lumber industry and in agriculture. In Java their numbers increased 
from 150,000 in 1850 to 277,000 in J900. Their increase in the Outer 
Provinces was proportionately greater, although this cannot be 
measured because of the absence of estimates of their numbers in the 
middle of the century. By 1900 there were probably about a quarter 
of a million of them in the Outer Provinces. Meanwhile the Javanese 
population was also growing very fast. It numbered 19£ million in 1880 
and 28J million in 1900. 1 

The closing years of the nineteenth century brought far-reaching 
changes in economic policy. Both in the Netherlands and in the Indies 
themselves certain aspects of Indonesian social and economic conditions 
gave rise to feelings of disquiet, and the duties, rather than the privileges, 
of rule came to be more strongly emphasised. The Dutch officials became 
critical of the activities of private entrepreneurs—‘men who had a grudge 
against the sugar industry were no longer rare among civil servants’ 2 — 
and they were ready to accept the view that government intervention 
both to promote economic development and also to protect the native 
population against exploitation was to be applauded. In this climate 
of opinion the laissez-faire policy of the previous quarter of a century 
gradually gave place to the paternalism—the so-called ‘ethical’ policy 
—which marked the last four decades of the Dutch rule. 

The new interventionist policy found expression in many different 
spheres of administration. In the first place, certain of the outer regions 
of the Archipelago over which Dutch authority had hardly been exer¬ 
cised were brought under effective control, and a civil administration 
was established in them. This was achieved largely through the agency 
of Van Heutsz, Governor-General from 1904 to 1909, who conducted 
a series of successful campaigns in Sumatra, Borneo, Celebes and other 
islands. Obstacles to the economic development of these regions were 
thus removed, and the way was opened for the migration of workers 
from thickly populated Java to these Outer Provinces. The government 
took a hand in encouraging emigration and early in the century colonies 
were established in South Sumatra. 

In the second place, the government began to participate directly in 
agricultural enterprise to a much greater extent than hitherto. From 
1854 it had owned a cinchona plantation, but it was not until 
the beginning of the new century that its agricultural undertakings 

1 Fumivall, op. cit ., pp. 195, 213. 

2 J. H. Boeke, Economics and Economic Policy of Dual Societies , p. 110. 
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became important. The first State-owned rubber plantations were 
started in 1900, and in subsequent years the government engaged in the 
production of coco-nuts, gutta-percha, oil palms and kapok. The main 
object of this activity was to demonstrate the advantages of new tech¬ 
niques to both Western and native cultivators. Other measures were 
taken during this period with the same purpose in view. Some of 
them, such as officially sponsored irrigation schemes, were for the benefit 
of both peasant agriculture and the estates. Others were directed 
primarily to protecting the native peasantry. For instance, a law of 
1899 empowered the government to exclude Western agricultural enter¬ 
prise from certain areas in order to conserve adequate water supplies 
for native crops. Again, the government through its Department of 
Agriculture, established in 1904, provided advisory services for the 
peasant cultivators, and it tried to solve the perennial credit problems 
of such communities by sponsoring village banks and by itself taking 
over the pawnshops formerly in Chinese hands. It sought, moreover, 
to keep its hand on agricultural development by introducing a new policy 
in regard to land tenure. In some degree it was prompted to this action 
by the increase in non-Dutch enterprises in agriculture; such an increase 
occurred in 1910 when several large private estates were acquired by 
British and French interests. The policy took the form of the purchase 
of freeholds by the government and their conversion to leaseholds. 1 

In forestry the government assumed still more expansive functions. 
In the early years of the century it took over the teak forests of Java as 
the private leases fell in, and the working of other timber resources was 
closely supervised by its forestry service. This applied, however, exclu¬ 
sively to Java. Except for some Chinese lumbering in Sumatra, the 
forests of the Outer Provinces were largely neglected. 

In mining the State had exercised initiative even in the hey-day of the 
liberal era. Between 1900 and 1930 its relative importance as a producer 
was at least maintained in the tin-mining industry, while in coal¬ 
mining the advance of private interests still left the government mines 
with over two-thirds of the total output. The Banka tin-mines remained 
under government control, and the Billiton concern came under the 
management of a board of which three out of the five members were 
nominees of the government. In the oil industry the government had 
provided some of the capital of the first oil-mining concerns during the 
early eighties. But when the great expansion of the industry began 
during the last decade of the nineteenth century, the development was 
largely in the hands of private concerns which raised much of their 
capital in the London market. Another activity of the government at 
this time was concerned with the improvement in communications. 
Between 1900 and 1930 the length of the railway track was increased 
1 Furnivall, op. cit., Chapter X, passim. 
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from 2,200 kilometres to 5,700 kilometres; most of this construction 
was undertaken by the government. 1 At the same time the development 
of the Outer Provinces and the introduction of motor transport led to 
extensive road-building. 

Finally, the government concerned itself with native welfare. Even 
before the end of the century it had begun to provide schools where a 
few Indonesians could obtain a Western education, and these oppor¬ 
tunities were enlarged after 1900. In this period also, the government’s 
expenditure on public health increased. Moreover, it intervened for the 
protection of wage labourers. Public opinion in Holland had been 
shocked by reports of the unsatisfactory labour conditions on the east 
coast of Sumatra, and inspectors were, therefore, appointed to supervise 
the operation of the contract-labour system . The proportion of 'free 9 
labourers on the plantations (that is, labourers not covered by a contract 
with penal sanctions) grew steadily until by the late 1930s contract 
labour had almost disappeared. 

Increased concern with welfare and the expansion of other State 
activities brought about a steep rise in N.E.I. Government expenditure 
after 1900. Since economic growth was at the same time raising the 
taxable capacity of the Indies, it was possible to cover most of this 
additional expenditure from the proceeds of taxation, and the propor¬ 
tion of the total revenue derived from that source, as distinct from the 
income from government monopolies and other properties, increased 
steadily. In addition, Holland gave grants-in-aid. This was significant 
of the changed attitude of the Dutch to their colonies which in earlier 
years had been called upon to pay tribute (batig slot) to the home 
treasury. 

Meanwhile there had been immense economic developments, not only 
in Java but also in the other islands. Government activity, especially 
the establishment of effective administration in the Outer Provinces, 
played a part in this growth; but the chief agency was private enterprise 
moved by the steep rise in world demand for the kinds of produce which 
the Indies were fitted to supply. In particular, the rise of motor trans¬ 
port in Europe and America brought strong demands for rubber and 
mineral oil. In 1925 rubber displaced sugar as the country’s chief export 
commodity, and mineral oil exports grew rapidly throughout the period. 
Although sugar lost its leading place among the exports, this did not 
mean that it had suffered an absolute decline. On the contrary, the 
trade continued to flourish until the late twenties. There were then 
about 180 sugar factories in operation with a permanent labour force 
of over 60,000 persons. 2 On the eve of the Great Depression the Dutch 
East Indies counted as one of the chief centres of production for tropical 
agricultural products, and in addition they were important sources of 
1 Fumivall, op. cit ., p. 329. 8 ibid., p. 317. 
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tin and other minerals. The growth in the trade in these commodities 
is shown in the tables in Appendix IV. 

The rise in the production of commercial crops was not confined to 
the Western-owned estates. Native output expanded even more remark¬ 
ably. The cultivation of kapok, tobacco, coffee, copra and tea furnished 
a cash income for a constantly increasing number of smallholders. 
Above all, the cultivation of rubber was taken up with enthusiasm by 
the peasants, especially those in the Outer Provinces. In 1929, 41 per 
cent of the rubber output of Indonesia was estimated to come from 
smallholdings. Native grown kapok was then estimated at 96 per cent 
of the total production, tobacco 45 per cent, coffee 73 per cent, and tea 
22 per cent. 1 Western enterprise in Indonesia had thus had two impor¬ 
tant effects during this period . First it was directly responsible for the 
development of primary production for export on large plantations and 
estates; secondly, by providing the channels through which the native 
agriculture could be linked with the world market, it did much to 
transform the activities of millions of peasant cultivators. 

The organisation of Western-style agriculture underwent many 
changes during this period. It has already been shown that in the last 
quarter of the nineteenth century individual enterprise was widely 
replaced by corporate bodies, and a pronounced trend towards financial 
concentration in such industries as the sugar industry could be observed. 
In the twentieth century these tendencies continued. In the sugar 
industry concentration led to the formation of joint experimental 
stations. In 1912 the Algemeen Syndikaat van Suikerfabrikanten. 2 
which had been founded in 1894, assumed control of the two research 
stations and later sponsored another body charged with the supervision 
of marketing. Similar action was taken by Western interests in other 
branches of agriculture. The several syndicates or unions in the various 
industries acted as spokesmen for the industries in their relations with 
the government. 

The expansion of production was accompanied and made possible 
by an import of European capital on a large scale during the first three 
decades of the twentieth century. This capital flowed not only into 
agriculture but also into oil-mining and tin-mining. The Outer 
Provinces, in which there had been little foreign investment before 
1900, attracted a large share of these new resources, for it was in these 
regions, especially in East Sumatra, that the new exports, such as rubber 
and oil, made their greatest development. A high proportion of the 
capital imports came from non-Dutch sources. British, Franco-Belgian 
and American concerns had a leading role in the exploitation of 
Sumatra’s resources. Even in Java non-Dutch capital became more 

1 J. H. Boeke, The Evolution of the Netherlands Indies Economy , p. 23. 

2 General Syndicate of Sugar Manufacturers. 
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important in estate agriculture; for instance, after 1900 the British took 
the lead in the expansion of the tea industry. Thus the Dutch colonial 
administration provided a framework within which the enterprises of 
persons of many nationalities could flourish. 1 

The influx of capital into Indonesia and the growth of the country’s 
importance in international trade were accompanied , in the early years 
of the twentieth century, by the expansion of foreign commercial 
banking, while the cultuurbanken , whose business became more sharply 
distinguished during this period from that of ordinary commercial 
banks, increased the scale of their business. In 1930 their paid-up 
capital was nearly four times greater than in 1900. 2 Manufacturing 
industry of a modern type still remained of little significance. The 
‘ethical’ policy of the government was favourably disposed towards 
industrialisation, but it had regard to the expansion of native craft 
industries rather than the introduction of modern large-scale manu¬ 
facturing trades. It was not until the First World War, when the 
import of Western goods was disrupted, that manufactures made any 
notable advance. Then a large number of small factories appeared to 
turn out a variety of Western-style consumer goods; but much of this 
war-time growth failed to survive the restoration of normal channels 
of supply. In the first post-war decade an attempt was made to increase 
the number of technicians, especially in the textile industry, by founding 
a technical institute at Bandung. Yet, apart from a very small number 
of modern factories put up by Western firms during the twenties, 
manufacturing industry was conlined to the preliminary processing of 
raw materials for export and to small workshops that turned out 
handicrafts or simple consumption goods. 

As elsewhere in Asia, economic development and commercial con¬ 
tacts with the outside world brought social and political changes. 
However benevolent the ‘ethical’ policy of the Dutch might be in 
intention, it did not satisfy those who had become acquainted with 
Western nationalist ideas. The rulers had themselves opened the way 
to change when they began to provide Indonesians with opportunities 
for Western education. Prompted by the gathering nationalist move¬ 
ment in British India and stirred by the victory of Japan over Russia, 
these resentful pupils of a condescending master founded in 1908 the 
first Indonesian Nationalist Society. 3 But there were complexities in 
the local situation which confused those who wanted political change. 
Thus, to reformers in the Dutch administration, political reform meant 
the devolution of authority from Holland to officials on the spot. The 
Indo-Europeans—those Europeans and Eurasians who regarded the 
Indies as their permanent domicile—also wanted devolution, but to 

1 See Appendix tl for estimates of investment. 

2 Fumivall, op. tit., p. 335. 3 ibid., p. 243. 
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them devolution meant a transference of power in greater or less degree, 
from officials to the representatives of the local Indo-European commu¬ 
nity. The establishment of a representative assembly in 1916, the 
Volksraad, did little to satisfy their aspirations, and still less those of 
the Indonesians themselves. The latter were still excluded, not merely 
from government but from the European Civil Service in the Indies, 
apart from a few who were admitted to specialist services. For those 
Indonesians who had been educated in Europe and who aspired to 
administrative positions of equal authority to the Dutch, this exclusion 
was much resented. 

The presence of the Chinese community further complicated the 
political issues. The Chinese were moved by the nationalist and anti- 
Western fervour which attended the Chinese Revolution in 1911, but 
as they constituted an alien minority with key positions in the country’s 
economic life, they were themselves regarded by the Indonesians as 
obstacles in the path of nationalist ambition. Thus when in 1911 an 
association of native batik traders were founded under the impetus of 
Indonesian nationalist sentiments, its main purpose was the protection 
of Indonesians against alleged exploitation by Chinese. At the same 
time the Chinese were hardly encouraged to identify themselves with 
the European rulers. At the beginning of the century their legal status 
differed from that of‘Europeans’, 1 and they were subject to restrictions 
on places of residence and on movements about the country. These 
handicaps were gradually removed and the legal status of the Chinese 
improved. Their chief accession of strength, however, came with the 
arrival of Chinese consuls after the Revolution. China, instead of 
regarding overseas Chinese with indifference, now began to display an 
interest in them. They were encouraged to regard China as their 
motherland and Chinese schools were opened where their children 
were taught in Mandarin and not in the Southern dialects of their 
parents. The political strife within China had repercussions in Indo¬ 
nesia. When in 1927 the Kuomintang and the Chinese Communist 
Party split apart, a similar rift appeared among the Chinese in the 
Indies. The Kuomintang received the stronger support, especially after 
the consolidation of China under the Nanking Government. Local 
branches of the Kuomintang were organised wherever there was 
a Chinese community, and there was constant friction between the 
Chinese consuls and the Dutch authorities about the allegiance of the 
Chinese. In the thirties Chinese nationalist feeling was further roused 
by the Japanese occupation of Manchuria and later by the Sino- 
Japanese War. 

Meanwhile the rise in population had kept pace with economic 
expansion. From 38 millions in 1905 numbers increased to 61 millions 
1 For a definition of ‘Europeans’, see p. 34 infra. 
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in 1930. All races in Indonesia shared in this rise. The number of 
Chinese more than doubled and in 1930 it was nearly 1£ millions o! 
whom the majority were now in the Outer Provinces. The number of 
Europeans (so-called) rose threefold, and in 1930 was 240,000.! This 
community was much larger than its counterparts in India or China in 
relation to the size of the native population but it must be noted that 
the category ‘Europeans’ included both Eurasians and also Asians who 
were legally assimilated to Europeans , notably the Japanese. The social 
composition even of the truly European community was very diverse 
and had become more so in recent generations. On the one hand there 
were the managers of large agricultural, commercial and mining con¬ 
cerns whose status was much superior to that of the private business 
men of the nineteenth century. On the other hand, many Westerners 
were content with jobs far humbler than those held by their compatriots 
in other parts of Asia. Moreover, a very high proportion—nearly two- 
thirds of them in 1930 2 —were born in the country and regarded 
Indonesia as their home. Locally born Europeans formed the majority 
in government service, public utilities and the sugar industry; while 
those born abroad predominated in mining, foreign trade, and the 
newer forms of agriculture. Differences of race counted less in Indonesia 
than in most other parts of Asia. Social barriers between Asians and 
Europeans were much lower in the Indies than elsewhere. Mixed 
marriages were common and the children accepted into European 
society; indeed a high proportion of the Dutch in Indonesia were of 
mixed blood. 


4. The N.E.I. in Depression and in War 

The Netherlands East Indies enjoyed great prosperity in the years of 
high agricultural prices just after the First World War. It even escaped 
from the worst effects of the slump in rubber after 1922, for as a non- 
participant in the Stevenson Restriction Scheme it benefited by the rise 
in prices which this brought about, while at the same time it was free 
to expand its own output. With the termination of the scheme in 1928, 
however, the price of rubber collapsed and the Indonesian producers 
shared in the distress suffered by those in Malaya and elsewhere. In 
the next year, with the onset of the World Depression, the other staple 
exports underwent a catastrophic fall in prices. Indonesia was indeed 
one of the chief victims of the depression and could do little to mitigate 
its effects. The metropolitan country absorbed only a small share of 
the colony’s exports and thus could not afford any considerable help 
by imposing discriminating import duties. In a world that was turning 
away from economic liberalism, Indonesia was highly vulnerable, 
exposed to the full effects of autarky elsewhere but unable to make 
1 Fumivall, op. cit., p. 347. 8 ibid., p. 405. 
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effective use of restrictionist weapons itself. It is true that Indonesia 
participated in several post-slump international restriction schemes, 
notably the International Rubber Regulation Scheme of 1934, the 
Chadbourne Plan for reducing the acreage under sugar and the restric¬ 
tion of exports, the international tin restriction scheme, and other and 
similar arrangements for tea, cinchona and kapok. Yet these were of 
little use in maintaining local incomes in the face of reduced world 
demands and rising barriers to trade. At this time sugar producers were 
damaged by the exclusion of Javan sugar from British India and Japan, 
two of the previous chief markets. Tea and many other export goods 
were seriously affected by the extension of Imperial Preferences after 
the Ottawa Conference of 1932. 

The slump meant a diversion of resources on a large scale. The 
estates were forced to reduce the number of their employees, many of 
whom had to be reabsorbed into the almost self-sufficient economy of 
the villages. Similarly, the flow of labour from Java to the Outer 
Provinces, where the development of the exporting industries had been 
most active, was reversed. At the same time, land formerly used for the 
production of sugar and other export crops now became available for 
growing food for local consumption. There was, therefore, a trans¬ 
ference of resources from production for export to production for home 
consumption. In consequence, despite the rapid growth in the popula¬ 
tion, Indonesia during the thirties attained a higher degree of self- 
sufficiency in food than in earlier decades, and after 1936 even densely 
populated Java had an export surplus of rice. This was not, of course, 
a symptom of prosperity, but rather of the loss of the advantages of the 
international division of labour. 

The same forces were at work in stimulating the rise of manufacturing 
industries to replace imports which, through worsening terms of trade, 
the country could no longer afford. A considerable number of Western- 
style factories joined the few that had been set up in the twenties, and 
there was a growth in small- and medium-scale manufacturing enter¬ 
prises. Some of this industrial development occurred simply as a 
response to the price changes of the period. But government policy 
also had some influence. Free trade and non-discrimination which had 
prevailed for the previous sixty years were abandoned. Many imports 
after 1933 came to be controlled by quotas and licensing; there was 
discrimination in favour of Dutch goods; and bilateral trading agree¬ 
ments were made with other countries. Since the licensing system 
imposed restrictions on the imports of particular goods and allotted 
shares in them among established importers, the effect was to protect 
the existing (mainly European) commercial houses against Japanese 
competition. 

The new restrictionist policy was applied to shipping and to movements 
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of persons as well as to trade. After a long period in which ship; 
under foreign flags had been free to engage m coastal as well as j 
foreign trade , regulations were introduced for reserving the coastal 
trade for Dutch ships and requiring a proportion of the exports to 
be carried in them. These regulations were aimed chiefly at Japanese 
competition. So were the restrictions on immigration imposed during 
the thirties. In 1930 there were 7,000 Japanese in the country. During 
Japan’s commercial expansion of the next few years, more than a 
thousand a year entered the country, and nearly all of them engaged 
in trade, chiefly in Java. The Japanese did not come as individuals in 
search of fresh opportunities, as the Chinese had done. Most of them, 
like the Europeans, were the employees of large concerns. The increase 
in their numbers provoked disquiet in the Indies, and it was with them 
in mind that the government fixed a quota of 800 a year for immigrants 
from any single country other than the Netherlands and China. 1 

On the whole the new restrictionist policy favoured the growth of 
local manufactures. Other measures to encourage industry were taken 
for strategic as well as for economic reasons, and the former motives 
became more prominent as the international situation worsened. The 
government gave subsidies to various undertakings, including an 
aluminium plant planned for Sumatra, and it sponsored the establish¬ 
ment of central finishing factories where the products of small producers 
could be brought for final processing. By 1940, 324,000 workers were 
employed in factories with twenty or more employees. 2 Nearly all these 
were in Java. It would, however, be misleading to suggest that growth 
during this period was confined to the factory industries and to the 
production of food for domestic consumption. The mining of nickel 
in the Celebes and of bauxite in the Riouw Islands began during the 
thirties, while the petroleum industry by 1939 had raised its output to 
half as much again as in 1929. 

Tables A and B in Appendix IV bring out the broad effect of the 
World Depression and of the economic policies of the thirties on the 
Indonesian export trade. Immediately after 1929 there was a steep fall 
in the value both of imports and exports. The decline in the volume 
of imports was much steeper than in the volume of exports, a symptom, 
of course, of the worsened terms of trade and the cessation of capital 
imports. In 1939 the total value of imports, as of exports, was only 
half that of the pre-depression period, while the volume of exports 
was about a fifth greater than that of 1929 and the volume of imports 
about a third less. 

1 J. van Gelderen, The Recent Development of Economic Foreign Policy in the 
N.E.I., p. 65. 

a P. H. W. Sitsen, Industrial Development of the Netherlands Indies , p. 41. This 
figure does not include numbers employed in factories or installations connected 
with estates or mines. 
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The outbreak of war in Europe in 1939 brought further profound 
economic changes. Goods such as rubber and tin were in urgent 
demand, while the shortage of shipping space limited the export of 
tobacco, coffee and copra. The government levied a war-export tax on 
the ‘strong’ commodities and used the proceeds to help producers 
damaged by the war. A coffee fund and a copra fund were established 
for the purchase of commodities at a support price. As the countries 
of the sterling bloc , which the Indies joined after the overrunning of the 
Netherlands, were large markets for exports but had few goods to 
supply in exchange at that time, the Indies accumulated large sterling 
balances in the period before the attack on Pearl Harbour. 

In the years that followed the outbreak of the Pacific War the 
Indonesian economy was disrupted. Many plants, including oil installa¬ 
tions, were destroyed by the Allies before Japan occupied the country. 
Further damage was done, especially to harbour works and to transport 
equipment, during the remaining years of the war. The country’s great 
international trade dwindled to such goods as could be moved within 
the orbit of Japan’s dominion on lines of communication vulnerable to 
Allied attacks. Consequently, there was a further diversion of resources 
from export crops to foodstufTs for local consumption. The acreage 
under rubber and sugar diminished and equipment deteriorated. At 
the same time there was a large expansion of small-scale industry, 
mainly on Chinese initiative; but the plants of most of the larger 
factories were damaged or suffered through under-maintenance. So 
Indonesia emerged from the war with an economy distorted in relation 
to peace-time needs and with much of its capital equipment, especially 
in transport, badly run down. 

The political and social as well as the economic foundations of the 
country had likewise been seriously shaken. During the war the 
Japanese encouraged Indonesian nationalism, and tried, with some 
success, to enlist the leaders of the movement in support of their 
‘Co-prosperity Sphere Plan’. After the end of the war the struggle for 
independence from the Netherlands began, and four years of confused 
warfare and negotiation followed. During this time the economic life 
of the country sank further into decay, and when the Dutch recog¬ 
nised Indonesian independence in December 1949, after an admini¬ 
strative interregnum that had lasted for eight years, the task of recon¬ 
stituting an ordered society proved to be very formidable. Recovery, 
especially in that sector of the economy where the Western firms had 
been predominant, was thwarted not only by violence and banditry but 
also by political disunity and by the new government’s ambivalent 
attitude to foreign firms. The original intention had been to create a 
federal government for Indonesia; but under the dominating influence 
of the Javanese who had been foremost in the struggle for independence, 
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federalism was abandoned and a unitary State founded. This did not 
please the peoples of the outlying regions, especially of Menado and 
Amboyna, where relations with the Dutch had been particularly cordial. 
To these people Javanese-led nationalism made no emotional appeal, 
and over them the central government wielded but a precarious 
authority. Thus it was unable to carry out a consistent policy even 
when it had formulated one. Such conditions were not congenial either 
to economic development or to Western business activities. 

5. The Economic Foundations of Modern Malaya 

The Treaty of London of 1824 left Malaya within Great Britain’s 
sphere of influence, although British possessions in that country con¬ 
sisted only of Singapore, Malacca and Penang (together with a strip of 
mainland called Province Wellesley acquired in 1800 from the Sultan 
of Kedah). From 1829 these constituted the Straits Settlements under 
a unified administration which, after 1832, had its seat at Singapore. 
The East India Company remained the controlling authority; but the 
loss of the company’s monopoly of British trade with China in 1833 
lessened the advantages which it gained from the Settlements as ports 
of call and left it merely with the financial burden of administration. 
When the company ceased to exist in 1858, control over the Settlements 
was transferred to the India Office. Finally in 1867 the Colonial Office 
was given administrative responsibility. 1 

Malacca had been inherited from the Dutch, but both Penang and 
Singapore were British creations. Within a few years thriving ports 
arose where there had previously been swamps or jungle. Large num¬ 
bers of Chinese, Indians and Malays flocked to both places to take 
advantage of the new economic opportunities that the foundation of 
the Settlements under British rule had made possible. At the time of 
the Treaty of London the value of the Settlements’ foreign trade was 
very small. Singapore, the latest foundation, soon outstripped the 
other two in commercial importance. In 1825 it was responsible 
for over three-fifths of the total trade, while Penang had rather more 
than a quarter of it. In the next twenty-five years Singapore went further 
ahead, but the other two ports made only slow progress. The policy of 
free trade, as well as its geographical position and the superb natural 
advantages of its harbour, turned it into a great entrepot for the whole 
of South and South East Asia and South China. It distributed the 
spices and other primary products of the Archipelago, the silk and tea 
of China, the rice of Siam and Indo-China. Furthermore, it was the 
channel through which the manufactures of the West—textiles and 
metal goods—reached the native inhabitants of the same vast region. 

Singapore did not hold its unique position for long. After the 
1 F. A. Swettenham, British Malaya , p. 103. 
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foundation of Hong Kong in 1842 it lost much of the China trade, and 
the rise of direct Dutch steamship connections between Indonesia and 
Europe reduced its importance in dealings in products of the Archi¬ 
pelago. Nevertheless, although its ascendancy was challenged, the 
absolute quantity of its trade continued to rise steeply. Singapore still 
handled a great deal of the commerce of South East Asia, and after the 
establishment of the tin and rubber industries of Malaya a great export 
trade came to supplement its activities as an entrepot. From the first, 
ordered government and unrestricted economic opportunity attracted 
multitudes of Chinese immigrants. These were quick to realise not only 
the commercial advantages of the port but also the agricultural poten¬ 
tialities of the region. In 1846 the Economist complained that the 
authorities in Singapore were losing immigrants by charging the exorbi¬ 
tant price of ten shillings an acre for waste land ‘covered with jungle 
and infested with tigers’. The Chinese were said to be going to ‘those 
places belonging to the native rajahs’. The Economist thought that they 
should be encouraged to stay in Singapore where they ‘would be large 
consumers of British manufactures besides offering a wide field for 
British influence on these peoples’. 1 

The attraction of cheap land in Johore was, however, less alluring 
than the prospect of fortunes to be made from tin. This had been 
mined for centuries in Malaya, but the exploitation of the resources 
had been impeded by the political condition of the country. The 
Chinese immigrants had long been engaged in the industry. Then, 
about the middle of the nineteenth century, the opening of new fields 
at Larut and Kuala Lumpur drew more Chinese miners to Malaya, and 
Chinese merchants from the Straits Settlements began to invest in 
mining. Indeed, most of this industry was in Chinese hands during the 
early stages of its development, and it was not until the twentieth 
century that Westerners became prominent in it. Thus whereas in the 
politically unfavourable environment of their homeland, the Chinese 
played a passive role in economic development, leaving initiative to 
the Westerners, in Malaya from the beginning they assumed readily the 
role of the innovator. Experience of their own and of British rule 
confirmed their belief in the dictum of Mencius: ‘Good government 
attracts while bad government repels.’ 

It was to a large extent the activities of the Chinese outside the 
borders of the Settlements, and especially in the tin-mining area of 
Perak, that led to the extension of British control over the mainland of 
Malaya, then divided into several princely States. In this case the Flag 
followed the Chinese. Throughout the first three-quarters of the nine¬ 
teenth century the British authorities tried hard to keep aloof from 
entanglements on the mainland. They occupied themselves with the 
1 Economist , 8 August 1846, p. 1022. 
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suDDression of piracy in the Straits and on the surrounding seas, but 
Suasions Sut compelled intervention were few. But the eondition 
of the Malay States deteriorated steadily until anarchy prevailed over 
much of the Peninsula. In the third quarter of the nineteenth century 
civil war among rival sultans had become endemic; Malays and Chinese 
were often in conflict; and there were bitter faction fights among the 
Chinese themselves. The merchants who did business in the native 
States, especially the Chinese merchants, urged the government to 
intervene; but for a long time these appeals were disregarded. Even as 
late as 1872, in reply to a petition of the Singapore Chamber of Com¬ 
merce, the government repeated its reluctance to become involved in 
the troubles of the mainland ‘unless where it becomes necessary for the 
suppression of piracy or the punishment of aggression*. It was not 
ready to underwrite the undertakings of commercial adventurers—‘if 
traders, prompted by the prospect of large gains, choose to run the risk 
of placing their persons and property in the jeopardy which they are 
aware attends them in these countries under the present circumstances, 
it is impossible for the government to be answerable for their protection 
or that of their property’. 1 

This rebuff to the interventionists was the last gesture of the old 
regime in colonial policy, for in the next year the instructions given to 
the new governor of the Straits Settlements, Sir Andrew Clarke, had a 
very different tone. Any wish to intervene in the Malay States was still 
disclaimed; ‘but looking to the long and intimate connection between 
them and the British Government . . . Her Majesty’s government find 
it incumbent to employ such influence as they possess ... to rescue, if 
possible, these fertile and productive countries from the ruin which 
must befall them if the present disorders continue unchecked’. 2 The 
medium through which this influence should be exercised, it was 
proposed, was the person of a British Agent or Resident appointed for 
each State. 

This is no place in which to discuss the motives for the change of 
policy. The new Imperialism of the later years of the nineteenth century 
was coming into being and many different influences were contributing 
to its growth. But the first occasion for the application of the new 
policy to Malaya is of some interest, for it occurred in Perak where rival 
Chinese secret societies were disturbing the peace. By the Treaty of 
Pangkor signed in 1874 the Sultan of Perak accepted a British Resident 
‘whose advice was to be asked for and acted upon in all questions other 
than those touching Malay religion and custom’. Later Selangor, Negri 
Sembilan and Pahang came under British protection, and with the 
guidance of the Residents an administrative system was established and 
order maintained. The small size of these political units was found to 
1 R. Winstedt, Malaya and its History , p. 63. 2 ibid., p. 65. 
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be administratively inconvenient, and in 1895 four of the States already 
in treaty relationships with Great Britain—Perak, Selangor, Negri 
Sembilan and Pahang—agreed to federate. Then, in 1909, by the 
Treaty of Bangkok, Siam ceded to Great Britain suzerainty over the 
four Malay States in the north—Kelantan, Trengganu, Kedah and 
Perlis. Johore in the south had come under British influence earlier 
than any other Malay State, and in 1885 a treaty of protection had been 
concluded with the Sultan. It was not until 1914, however, that Johore 
accepted a General Adviser with functions similar to those of Residents 
in other States. 

This piecemeal extension of the British dominion meant that by the 
time of the First World War Malaya was composed of a mosaic of 
diverse political units—the Straits Settlements, the Federated Malay 
States and the Unfederated States. Yet these constitutional complexities 
were of little moment from the standpoint of economic progress. 
Ordered government as it spread over the territories brought commerce 
and industry in its train, and those who were given peace and security 
for going about their business displayed little interest in administrative 
forms. Throughout the nineteenth century it was the Chinese who were 
foremost in seizing the opportunities created by the extension of British 
rule. As we have seen, they had been the pioneers in tin-mining. 
Although Western companies began to work mines in Perak during the 
eighties, they had only a small share in the industry until the opening 
years of the new century. Even in 1913 Western concerns were respon¬ 
sible for only a quarter of the total tin output. 

The Chinese as well as Westerners were active in promoting the 
growth of various crops for export. Many of these agricultural ventures, 
however, enjoyed only a short-lived prosperity. For example, Penang 
took up the cultivation of various spices, but its success with these crops 
was intermittent. Sugar-growing was introduced in the 1830s, and 
during the latter half of the nineteenth century this became an impor¬ 
tant branch of Penang’s economy. Then the abolition of indentured 
labour and competition from other countries brought about a decline, 
and the last sugar factory was closed in 1913. Coffee-growing ventures 
in Perak and Selangor likewise had only temporary success; in this case 
the industry failed through coffee disease. Indeed it was not until the 
coming of rubber that agricultural production for export became of 
substantial and continued importance. 

The rubber-tree had been introduced into Malaya from Brazil (via 
Kew and Ceylon) during the seventies, but the growth of the industry 
had to await the arrival of the motor age. In the early years of the new 
century a boom began. Land was reclaimed from the jungle or con¬ 
verted from rice-growing for the cultivation of rubber. The Chinese were 
responsible for some of the earliest estates, but in large-scale agriculture 

41 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

it was the Europeans who predominated. The industry, however, offered 
opportunities for smallholders. Much rubber was planted, even before 
the First World War, by Malays and to a less extent by Chinese and 
Indian smallholders. By the 1930s more than one-third of the 3,200,000 
acres under rubber was on holdings of less than 100 acres. 1 At that time 
rubber covered nearly two-thirds of the cultivated land of the country. 
The Malays had responded readily to the inducements to raise their in¬ 
come by substituting rubber for food crops. Consequently the country 
came to depend on imports for much of its staple food (rice); in the inter- 
war period the area covered by paddy-fields was only one-quarter of that 
given over to rubber. Other export crops which became important in the 
twentieth century, especially after 1920, were pineapples and oil palms. 

To the Malaya of the nineteenth century the British had given ordered 
government. The Chinese had contributed entrepreneurship. In the 
twentieth century. Western enterprise ceased to be confined, as hitherto, 
to international trading activities and it took the lead in the production 
of the rapidly rising exports, tin and rubber. The Westerners wrested 
the lead from the Chinese in tin-mining as a result of technical changes, 
particularly the introduction of dredges, which conferred advantages 
on highly capitalised firms. In 1930 the Europeans’ share of tin produc¬ 
tion reached three-fifths. In the rubber industry, which overtook tin as 
the chief exporting trade of the country in the course of the First World 
War, Europeans obtained a long lead in estate cultivation, and it was 
the Malays rather than the Chinese who owned the smallholdings. In 
the words of Swettenham: ‘Up to the year 1900 it may be fairly said 
that the prosperity of the Malay States was due to the enterprise and 
labour of the Chinese ... the progress made in development was due 
to local effort and Asiatic capital.’ Since that date, however, ‘foreign 
—mainly British—capital, energy and skill have changed the face of the 
country’. 2 Yet if the main transforming influence now came from the 
West, it was only a relative decline that the Chinese suffered. In abso¬ 
lute terms their commercial activities grew substantially and their 
numbers continued to rise both through immigration and natural 
increase. 

The growth in the country’s prosperity brought immigrants from 
other lands than China. There was considerable immigration of 
Malaysians from many countries of South East Asia. Furthermore, 
the demand for labour for the rubber plantations led to an influx of 
Indians. At the beginning of the rubber boom the Malay population 
was too sparse to provide many recruits for the plantations, and the 
Chinese were not inclined to take unskilled work. To meet the demand 
for rubber it was necessary to bring labourers for the plantations from 

1 Malaya Rubber Statistics Handbook 1953 , p. 3. 

a Swettenham, op. cit. t p. 351. 
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outside—in fact, from South India. Thus the Tamils arrived in Malaya 
almost entirely in response to demands from the European sector of the 
economy. At first they were brought in as indentured workers. This 
system came to an end in 1910, 1 but the immigration continued until 
1938 when the government of India placed a ban on the recruitment of 
coolies for labour abroad. 

The new economy was built up on the initiative of private entre¬ 
preneurs, and the transformation in the country’s life came about 
through the response of individuals—Malays, Chinese and Europeans 
—to the appeal of self-interest. The government had no direct part in 
economic activity. It provided an arena in which private enterprise 
could work unhampered (or unassisted) by official direction and 
guidance. Yet to conclude that the government’s function was merely 
that of keeping order and setting a legal framework for private 
economic activity would be erroneous. A primitive country which 
embarks on a career of rapid development calls for basic equipment 
and services, and these the public authority must usually provide. 
It is true that in Malaya some of the activities which elsewhere are 
normally carried out by public authorities were undertaken by large 
European companies; this applies, for example, to housing and health 
services. Nevertheless, a contribution by the government was indispens¬ 
able. The State took the lead in building railways in Malaya and the 
extensive system which it created during the present century was oper¬ 
ated as a national undertaking. The State was also in part responsible for 
the construction of an admirable road system. The first roads were in¬ 
tended to serve the tin-mines and the populations around them; that is 
to say, they were mainly on the west coast. When the rubber planters 
arrived, the location of their estates was determined to a large extent by 
the existing road system. For this reason the west coast was the scene of 
the outstanding economic developments after the turn of the century and 
attracted most of the immigrants, Chinese and Indian. In contrast, the 
States of Pahang, Kelantan and Trengganu remained economically 
backward as compared with other parts of the country. In those regions 
Malays predominated, and Chinese, European and Indian influences 
were relatively slight. 

The government was active during the present century in providing 
various other forms of public overhead capital and institutions needed 
by a modern community. Although the authorities in Malaya, unlike 
those of the Netherlands East Indies, were never large estate owners, 
they had a powerful influence on agricultural development. For 
example, rubber-growing was introduced on official initiative; the 
Department of Agriculture, established in 1905, operated research and 
experimental stations and undertook settlement and irrigation schemes; 

1 Winstedt, op. cit., p. 126. 
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and village agricultural schools were instrumental in diffusing know¬ 
ledge of improved agricultural methods. The Mines Department, 
from early in the century, helped to provide a framework for the 
economical development of the country’s mineral resources. It issued, 
and enforced through an inspectorate, regulations to deal with water 
rights and silt; these regulations were necessary to ensure that the 
operations of one mine did not produce conditions that damaged the 
interests of others. The government also introduced a labour code, and 
after the abolition of Indian indentured labour (in 1910) it supervised 
the recruitment of the labourers. Official public health measures, espe¬ 
cially the anti-malaria campaign early in the century, were important 
factors in the opening up of the country. Education, general and tech¬ 
nical, and other social services were provided in the inter-war period, 
although these were then on a small scale. 

6. Malaya in Depression and in War 

By the 1920s Malaya’s economy had become highly specialised and 
her prosperity was intimately dependent upon the world markets for 
rubber and tin. After the breakdown of the Stevenson Restriction 
Scheme in 1928 the price of rubber dropped sharply, and in the World 
Depression that began during the next year Malaya was one of the chief 
sufferers. Raw material prices collapsed. Employment and incomes 
fell very sharply and, with them, the government revenue of which a 
large share was derived from export duties. These conditions dis¬ 
couraged immigration. Indeed, during the depression there was a net 
emigration of Chinese. Many Indian labourers also were repatriated. 
Recovery in the later thirties led to a resumption of immigration, but 
this was now controlled by official regulations. The era of laissez-passer 
was at an end. The traditional policy of free trade was also modified 
in consequence of the slump. Quotas and duties that discriminated 
against foreign goods were imposed in the interests of British exports. 
Japanese competition was the chief cause of this change of policy here 
as in the East Indies, 

The stagnation of international trade during the thirties was damaging 
to the entrepot business of Singapore as well as to the commerce of the 
Straits Settlements as a whole. For the first time for a century the value 
of Malaya’s trade appeared to have entered upon a secular decline. Yet 
even during the later thirties when the value of that trade was less than 
half the amount it had reached in the late twenties, its size was remark¬ 
able for a country of five million persons. In value this trade, 1 both in 
1929 and in 1937, exceeded that of China (including Manchuria) and 
was more than half that of Japan. 

Malaya’s position as a large exporter of domestic produce had been 
1 Including, of course, the entrepot trade. 
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gained very recently. At the time when British protection was extended 
to the Malay States such exports were very small. Between 1890 and 
the First World War they trebled and by the later twenties they were in 
value nearly five times greater than at the beginning of the century. If 
this measure of the country’s economic development is impressive, so 
are the figures of population. In the seventies the Malayan population 
is believed to have been about 300,000. By 1911, when more reliable 
figures were available, the total population was 2,653,000, of whom 
1,400,000 were Malays, over 900,000 Chinese, 270,000 Indians and 
50,000 others, including Europeans. By 1941 the population had risen 
to 5,510,000—2,375,000 Chinese (now the largest community), 2,275,000 
Malays, 750,000 Indians and 110,000 others. 1 A barren land had been 
peopled. 

This process occurred mainly through immigration. The immigration 
was not only of Chinese, for many persons of Malaysian stock came in 
from the surrounding lands. The turnover of individuals that comprised 
the population was extremely high. A large proportion of the Chinese 
returned to their homeland after a career in Malaya and most of the 
Indian labourers stayed merely for a period of service. An inquirer into 
the racial composition of Malaya reached the conclusion that, in broad 
terms, ‘throughout the whole of Malaya except Kelantan and Trengganu, 
the Malays are not indigenous inhabitants but colonists, while the 
Chinese are rather sojourners than colonists’. 2 

The diversified racial composition of Malaya, together with the fact 
that the majority of the people had been drawn to the country by 
ampler economic opportunities than they could find at home, meant 
that before the Second World War Malaya was untroubled by national¬ 
ist movements that sought independence. Among its inhabitants those 
who were not politically indifferent were concerned with the affairs of 
China or of India rather than the affairs of Malaya. After the Chinese 
Revolution, as we have seen, there had been attempts by China to 
strengthen the ties between the Malayan Chinese and the new Republic. 
Despite the disapproval of the British authorities both the Kuomintang 
and the Chinese Communist Party organised themselves in Malaya. 
The Indian community for its part interested itself in the independence 
movement in India, but had little concern with the politics of Malaya. 
The Malays normally preserved a careless indifference to all political 
questions. 

In the inter-war period there were not lacking critics who sneered 
at modern Malaya. In their view, it had been created by capitalist 
enterprise of the most uninhibited kind and moulded by the base 
pressures of the market. It was inhabited by people materialistic in 

1 See Appendix I. 

* C. A. Vlieland, ‘The 1947 Census of Malaya’ in Pacific Affairs , March 1949, p. 63. 
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outlook, intent mainly upon bettering their own economic condition, 
and unmoved (so far as Malaya itself was concerned) by nationalist 
passions. Its cities lacked the patina of age and presented few examples 
of the picturesque squalor characteristic of most Asian centres of 
population. On the other hand, perverse or old-fashioned persons who 
regarded money-making as one of the least harmful activities in which 
men engage and who took order, material prosperity, and mutual 
tolerance among diverse racial groups, to be evidence of a civilised 
community, looked with approval upon Malaya. Yet even they could 
not expect that the peoples who composed this community would for 
long be able to pursue their happy and ignoble ways untroubled by the 
political idealism that frets the modern world. 

The Second World War provided the occasion for the inevitable 
change, and in the years that followed many characteristic features of 
Malaya’s life disappeared. The Japanese occupation itself had far- 
reaching consequences. Much capital equipment was destroyed in the 
fighting or was overworked by the Japanese. The tin industry and the 
railways suffered severely. Dredges were destroyed and the smelters of 
Singapore and Penang heavily damaged. A quarter of the total railway 
mileage was torn up and the rails sent for use on the Burma-Siam line. 
A third of the locomotives and much of the rolling stock were removed. 
The railway workshops were bombed by the Allies. While the rubber 
plantations escaped lightly, the more easily cleared crops were uprooted 
to make room for the cultivation of essential foodstuffs. In general the 
economy was compelled to move in the direction of greater self- 
sufficiency. This was evident in the conversion of land from export 
crops to food-growing for home consumption, in the activities of 
Chinese squatters who cleared jungle to make way for food crops, and 
in the appearance of small workshops and factories for the manufacture 
of consumption goods to supply local needs. 

After the war Malaya’s economy was rehabilitated with utmost expe¬ 
dition—at least by comparison with what occurred in Indonesia. It is 
true that on the railways and in the tin-mines re-equipment was delayed 
through the difficulty of obtaining plant from abroad; but the estates 
recovered very quickly, and the output of rubber soon exceeded the 
pre-war record. The payment of war damage compensation—to the 
amount of £55 million—helped in the reconstruction. Yet the war had 
left more troublesome legacies than overgrown estates and wrecked 
mining plants. Communists had taken a leading part in the Resistance 
movement, and after the war they retained their arms and organisation. 
The trade-union movement, which the government at first encouraged, 
came under their influence. Their policy was to obtain immediate 
independence for Malaya by force, and in 1948 they opened their 
campaign by murdering European planters. The Communist Party was 
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thereupon suppressed and many of its members withdrew into the 
jungle. 

The years of strife that followed hampered Malaya’s economic 
activities but did not disrupt them. During the first two years of the 
Emergency, which coincided with a period of low prices for the chief 
export commodities, the country’s economic difficulties were grave. 
Then the outbreak of the war in Korea brought about a steep rise in 
tin and rubber prices and the national income increased substantially. 
When the rubber boom came to an end in 1952, Malaya had to adjust 
her economy to another period of relatively low prices, although this 
also was of short duration. Meanwhile the long-term prospects have 
aroused misgivings. In the past, despite frequent temporary fluctuations 
in demand, the industry could look forward with assurance to an 
upward secular trend. Today, although the trend of demand is still 
rising, synthetic rubber has appeared as a dangerous competitor. How 
dangerous is debatable. There are those who believe that, by the exten¬ 
sive use of new methods of cultivation and market preparation, natural 
rubber will be able to compete effectively with the synthetic product. 

At the same time Singapore’s position as entrepot was disturbed 
by the political and economic changes of the years after 1945. The 
failure of multilateral trade to revive after the war meant the by-passing 
of entrepots, especially when, as was the case with many exports from 
South East Asia, the ultimate destination of the goods was the United 
States. Thus, the quantity of Indonesian rubber passing through Singa¬ 
pore was much reduced because a larger proportion of the exports were 
sent direct to the customer-countries. Further, there was a decline in the 
quantities of other primary products shipped to Singapore and Penang 
for processing. Indeed, many of the links that formerly bound together 
Indonesia and Singapore were snapped. Some compensation for this 
contraction in commercial opportunities was found in the industrial 
development that occurred after 1945 in Malaya, especially on Singapore 
Island. There, a number of substantial factories were built by British, 
Australian, American and Chinese interests. 

The war and post-war periods saw important changes in the racial 
composition of the country. The war prevented immigration, and this 
did not subsequently revive. The Indian population actually declined 
during the war chiefly because of the recruitment of the estate workers 
for labour in Siam and elsewhere. After the war the Indian Govern¬ 
ment continued the ban on migration to Malaya originally imposed in 
1938, with the result that Malays and other Malaysians began to replace 
Indians on the plantations. Whereas before the war only 21,000 workers 
of Malay race were so employed, in 1947 their number had risen to 
70,000/ over one-fifth of the total estate labour force. The immigration 
1 Financial Times , 21 April 1949. 
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of Chinese, after the war was banned by the Malayan Government, and 
for this and other reasons the Chinese ceased to a large extent to be 
merely ‘sojourners’, as most of them formerly were. An increased 
number engaged in agricultural pursuits, especially rice cultivation and 
market gardening. 

These changes in the character of the population helped to create 
a serious constitutional problem , unknown before the war. The 
Chinese, who by this time formed the majority of the population 
of Singapore and also a large minority in the population of the Peninsula, 
now regarded Malaya as their homeland. They claimed the same 
political rights as the Malays, who, for their part, considered the country 
as primarily Malay. Both communities were at one in demanding that 
the colonial status be brought to an end. We are not concerned in this 
book with the various post-war constitutional experiments of which the 
outcome is likely to be the transformation of the Malayan Federation 
and the Colony of Singapore into two separate independent members 
of the Commonwealth, the former dominated by the Malays, and the 
latter by the Chinese. Nor are we called upon to assess the possibilities 
of the ultimate emergence of a Malayan nationalism transcending the 
boundaries of race. Yet it is, without doubt, the political changes of 
the next few years that will exert the predominating influence on 
economic development in a country which until recently seemed to be 
content to follow Pope’s usually disregarded advice: 

‘For forms of government let fools contest 
Whale’er is best administered is best.’ 
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CHAPTER II 


the instruments of western 

ENTERPRISE 


in describing the historical development of the economies of Indonesia 
and Malaya we indicated the main stages of growth and the chief 
agencies of Western enterprise. In the present chapter we shall be 
concerned with analysing the various forms of enterprise that have been 
present in the two countries during recent years. This analysis should 
bring out contrasts between Malaya and Indonesia in respect of types 
of undertaking and sources of initiative. It may also yield some useful 
comparisons between the South East Asian countries now under review 
and China and Japan which we have already examined from this 
standpoint. 

In China and Japan the chief agent of Western enterprise during the 
last century was the merchant house. Mercantile activities long re¬ 
mained at the core of enterprise, and the other economic functions of 
the Westerners—the provision of fixed capital and industrial expertise 
—and the other areas of Western activity—transport, manufacturing 
industry, agriculture and finance—were an outgrowth of the original 
and prevailing interest. In Indonesia and Malaya the forms of Western 
enterprise were more varied and the sources of Western initiative 
more diverse than in China and Japan. The merchant certainly 
played a leading role in stimulating development; but, in spite of the 
presence of the great entrepot of Singapore, he was by no means so 
overwhelmingly important in relation to other types of entrepreneurs 
as he was in those countries. As a corollary the purely mercantile 
functions of the large ‘mixed’ business houses generally occupied a 
somewhat less prominent place in their interests than in those of the 
great houses on the China coast. 

An explanation of this contrast must be sought in several directions. 
In the first place, since Indonesia and Malaya were colonial territories, 
the indigenous populations could not resist (as the Chinese and Japanese 
resisted) penetration by Westerners into the heart of their economy, or 
the remoulding of their laws and institutions according to the interests 
of the Western entrepreneurs. The metropolitan Powers were able to 
regulate relations between Westerners and the native authorities or 
individuals, and they were able to determine, or at least greatly to 
modify, the systems of land tenure, the conditions of labour supply and 
the nature of the economic activities of large masses of the population. 
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This was especially true of Malaya and of the outlying provinces of 
Indonesia which were thinly populated at the time when Western enter¬ 
prise was introduced, but to a large extent it applied even to Java. 
Hence, from the early years of Western contact with Indonesia and 
from the beginning of British administration in Malaya, Westerners 
were able to engage not only in trade but also in production, especially 
agricultural and mineral production. The planter (either as an indivi¬ 
dual or as a manager employed by a great company), the mining 
concern, and in recent times the industrialist, ranked with the merchant 
as agents of economic development. In China and Japan it was never 
possible for the Westerners to achieve the same deep penetration into 
the structure of production. 

In the second place, whereas in China and Japan Western enterprise 
meant private Western enterprise, in South East Asia economic initia¬ 
tive was shared between public authorities and private persons, and 
governments played at times a leading part in fostering and controlling 
commerce and industry. This general statement applies primarily to 
Indonesia. During the period of the cultuurstelsel , which was called 
into being because of the disappointing results of the earlier regime of 
economic liberalism, the government was responsible for organising the 
production of export crops and, through a semi-official company, for 
the conduct of the greater part of the country’s export trade. From 
early times the mining of tin and coal was in the hands of official 
concerns, and the State was behind Dutch enterprise in shipping and 
banking. With the passing of the cultuurstelsel private enterprise took 
a more prominent place in the economy, but the introduction of the 
‘ethical policy’ at the close of the century meant a renewal of govern¬ 
mental intervention in economic life. This intervention took several 
forms: direct government control over business undertakings, the 
formation of partnerships with private firms in certain types of industry, 
the creation of those types of public overhead capital necessary for 
fostering economic development and social welfare, and the use of 
administrative measures to ensure the conformity of private develop¬ 
ment to central economic plans. Among Asian countries it is necessary 
to turn to Japan for another example of State-guided development such 
as was found at certain periods in Indonesia. 

In Malaya the government’s role was more conventional. It provided 
much of the basic equipment of a modem economy: railways, public 
utilities, agricultural research stations, educational and health services, 
although it left private firms with a part of the task. Further, from the 
time of Raffles onwards, the course of economic development was 
profoundly influenced by the initiative taken by shrewd and far-sighted 
public servants. But the State did not engage in the actual conduct 
of productive and commercial enterprise after the manner of the 
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government of the Dutch East Indies during the second quarter of 
the nineteenth century. In other words, while the latter country bore 
some of the marks of a planned and centrally ordered economy, 
Malaya’s development was undertaken almost entirely by private enter¬ 
prise working within a congenial political and administrative framework. 

Both countries present contrasts in all these respects to China and 
Japan. It is true that in Japan as in Indonesia the State was one of the 
chief agencies of Westernisation and itself exercised important entre¬ 
preneurial functions; but the similarity goes no further. In Indonesia 
power was in the hands of a colonial government which, while accepting 
responsibility for the welfare of the native population, was yet concerned 
to provide ample opportunities for Western enterprise. In Japan control 
rested with a native government and Western enterprise occupied a 
subordinate place. The contrast with China is equally sharp. In that 
country the Western entrepreneur had to struggle against hostile or 
indifferent authorities and to create and equip his own residential and 
trading enclaves. In both Malaya and Indonesia he could depend upon 
governments broadly sympathetic with his activities, although not 
always favourably disposed towards his particular designs. 

These general references to government activity will be supplemented 
in subsequent chapters. In particular, attention will be called to the 
extension of the State’s functions in both Indonesia and Malaya that 
has taken place since the Second World War, an extension which, since 
it has included different kinds of activity in the two countries and has 
been prompted by very different motives, has sharpened the contrast 
between them in this respect. The remainder of this chapter will be 
concerned with the various types of private undertakings, and the origins, 
growth and present scope of some of the leading firms will be described. 
We shall begin with an analysis of the relatively simple structure of 
Malayan business, and then proceed to deal with the larger and more 
complex economy of Indonesia. 

No private Western concern holds (or has held) so dominant a 
position in Malaya as that formerly occupied by the Hong Kong and 
Shanghai Banking Corporation or Jardine Matheson in the Treaty Ports 
of China. For this the reason is clear. The large-scale development of 
Malayan resources, as distinct from the entrepot activities of Singapore, 
dates only from the beginning of the present century. Consequently 
there has been little time for consolidation. A period of widening 
opportunity has attracted enterprise from many different sources, and 
the types of Western firms that now operate differ greatly in origin and 
constitution. Furthermore, the development of Malaya cannot be 
described solely in terms of Western enterprise. Asian, especially 
Chinese, entrepreneurial activity has made an immense contribution. 
This activity has been sometimes complementary and sometimes 
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parallel to that of the Westerners. In other cases Chinese and vVestern 
enterprise has been fused. 

Among the Western firms the most important group consists of the 
great merchant and managing-agency firms. These have the strongest 
claim to being regarded as typical of Malayan enterprise. Several of 
them were originally merchant houses which in the later years of the 
nineteenth century dominated the commercial life of Singapore and 
later nursed the rubber industry of Malaya. Others began their career 
as merchants in Great Britain or Europe. A few started as planters 
and went into merchanting later on. These houses, of which there are 
about a dozen of importance, link together the agricultural and mining 
activities of the mainland with the commerce of Singapore, the tech¬ 
nical expertise of the Midlands and North Britain , and the finance of 
London. Like the great merchant houses of the China coast and the 
Zuibatsu of Japan, they are distinguished by a wide range of functions 
and an immense diversity of interest , although they differ from one 
another in their actual scope. The diversity of their interests will be 
i r< ^- l° Ut ^ a description of the growth and present condition of the 
leading houses; but as a preliminary it is necessary to say something of 
the managing-agency system in general and to explain why the functions 
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firms with plantations were naturally well placed to take advantage of 
the new demand. Their own means, however, were inadequate to the 
opportunities now offered to participants in this industry. Moreover, 
they were unwilling to commit all their resources to the hazards of a 
new trade. So they turned to London and other financial centres of the 
West—and to a less extent to Shanghai—for the capital required. New 
companies were promoted for the purpose of estate development, and 
the reputation and standing of the Eastern firm which backed the 
ventures and participated in the issues attracted investors. Usually the 
sponsoring firms were appointed secretaries and managing agents for 
the estates of the new companies, and later independent companies 
began to employ them as managing agents. 1 

It became customary for a director of the managing-agency firm to 
sit on the board of the estate company under its management and the 
links between the two were thus very close. The managing agents were 
paid for their services by a commission based on the acreage managed , 
or the profits earned, or both. They also received commissions on the 
purchases of supplies for the estate and on the sale of the produce. 
This side of the agency business could obviously be handled very con¬ 
veniently by firms already in being as merchants. Moreover, other 
types of business came to them as a direct consequence of their key 
position in the new plantation industries. Shipping lines anxious to 
participate in the carrying trade to which the new production gave rise 
appointed them as their own agents in various ports. For the same sort 
of reason they became agents for Western insurance companies. In 
order to service estate machinery the agency firms found themselves 
obliged to set up engineering departments. These departments were 
often able to undertake engineering work for other clients and could 
readily become associated with the business of importing machinery. 
Overseas manufacturers who hoped to develop a market in Malaya 
usually appointed such firms as their sole agents. While these new 
functions were being added, the firms continued to develop what was 
for most of them their original business of importing Western manu¬ 
factures on an ‘open line’ basis and of selling Straits produce. 

The oldest of these houses is Guthrie and Company Limited. Its 
founder, Alexander Guthrie, began his business career as an agent of 
Captain Harrington who ran a ‘country ship’ engaged in trade between 

1 K. M. Stahl, The Metropolitan Organization of British Colonial Trade , Chap. IV, 
passim. The same firm does not always act as secretary and managing agent. The 
main task of the secretary is to keep the share registers, to arrange directors' 
meetings and to carry out the legal obligations of the company, while the task of the 
managing agent is the administration of the estate and the sale of its produce. The 
large merchant and agency houses usually perform both these functions; but when 
the managing agents of an estate company registered in London are a Malayan firm 
with no London office, a London firm is appointed to act as secretary. 
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various settlements of the East India Company. In 1821 Guthrie joined 
the small number of Europeans, mainly company servants, at Singa¬ 
pore. He arrived there with a ‘considerable investment of British 
goods’, 1 and it seems that he set up shop on his own account while 
continuing to act as agent for Harrington, who probably financed his 
original venture. He dealt in a wide selection of Straits produce—tea, 
rice, coco-nut oil, Banka tin, opium, pepper, rattans, sago, spice, raw 
silk, tobacco and camphor. In 1824 (chiefly, it seems, as a hobby) he 
opened a plantation to grow gambier, pepper and other spices; ‘but 
labour difficulties arose, owing to frequent attacks of tiger, and com¬ 
merce was deemed more attractive than agriculture’. The firm’s pros¬ 
perity grew in step with that of Singapore itself, and when Alexander 
Guthrie handed over the business to his nephew James, in 1847, his 
trading connections extended to Siam, China, Saigon and Borneo. By 
this time the firm was acting as Singapore agents for a London banking 
house and for an insurance company. In Singapore close ties were 
established with the Chinese business community. As a matter of policy 
James Guthrie gave financial help to enable many Chinese immigrants 
to set up in business, doubtless in the hope of enlarging his markets and 
improving his access to supplies of produce. This was an early instance 
of the mutual dependence of Western and Chinese enterprise in the 
development of local resources. 

In the second half of the nineteenth century Guthries enlarged both 
the volume and scope of its business. Apart from its own ever-growing 
merchanting activities, it held agencies for banking houses and shipping 
lines, and when in the last quarter of the nineteenth century the develop¬ 
ment of the interior of Malaya became possible, Guthries was in the 
van. In the advances which subsequently occurred, the firm owed much 
to the enterprise of Sir John Anderson who joined it in 1876 and was 
responsible for many of the innovations of the next few decades. 
Guthries added to its spice plantations other estates where coffee and 
tapioca were grown, and by 1886 it was acting as managing agent for 
three planting companies. In the last decade of the century the occur¬ 
rence of coffee blight provided a strong incentive to turn to new crops, 
and in 1895 the firm laid out an experimental rubber plantation. When 
the rubber boom began Guthries were well placed to take full advantage 
of it, and the Guthrie group of rubber companies, for which the firm 
acted as secretaries and managing agents, became the largest (in 
acreage) of all the Malayan rubber groups. In 1924 the firm participated 
in the large-scale cultivation of oil palms and sponsored the flotation of 
many new companies for this purpose. A few years later they set up a 
factory for expressing the oil by modern methods. By 1931 Guthries 

1 Booklet published by Guthrie and Co. Ltd. on the opening of their new Singapore 
office, 1952. 
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were managing agents for twenty-six planting companies with a capital 
of nearly £6 million; the properties consisted of 132,000 acres of rubber 
and 10,500 acres of oil palms. 1 

Like other European merchants Guthries were from early times 
engaged in marketing tin mined by the Chinese. ‘This association 
between the British merchant and the Chinese miner gradually led to 
the introduction of machinery, the supply of which was naturally 
developed by the merchant firms, and it finally led to the introduction 
of European management and control.’ 2 Guthries took a prominent 
part in this change in organisation which began in the early years of the 
present century. They were the first company to operate a land tin 
dredge in the East, and they became closely connected with Malayan 
Tinfields Ltd. The managers of the firm were active in the public life 
of Singapore and Malaya. One of them was a founder of the Tanjong 
Pagar Dock, the first of the great docks of Singapore, and in the present 
century the firm took the lead in the general organisation of research 
and development in the rubber industry. Before the Second World War 
Guthries employed about 160 Europeans in Malaya, 50 on the commer¬ 
cial side and the rest on the plantations. Its Asian labour force was 
then 26,000. 3 By 1952 the numbers had risen to 200 Europeans and 
42,000 Asians. At that time it controlled 200,000 acres of rubber, oil 
palms, tea and coffee. 4 It had branches throughout Malaya and also 
held several estate agencies at Medan. 

Boustead and Company was another concern which grew out of an 
early merchant venture in Singapore. The founder, Edward Boustead, 
arrived at that port in 1828. From the original business of importing 
and exporting, Bousteads extended its interests to many branches of 
finance, shipping, mining and agriculture. In the nineteenth century it 
acted as the Singapore agents of the Hong Kong Bank. It played an 
active part in the development of the interior of Malaya and became 
the chief European firm at Kelantan and Trengganu, where it engaged 
extensively in the purchase of smallholders’ produce. At present it 
holds many shipping agencies, acts as Lloyd’s agents at Singapore, and 
serves as managing agents for a number of plantation companies. It 
is also a large exporter of tin. 6 

Two other old-established companies, John Buttery and Company 
of Penang and Sandilands Buttery and Company of Singapore, can trace 
their origin to a merchanting house established at Penang in the 1830s. 
A few decades later this firm became associated with one of the earliest 
tobacco planting and merchanting businesses on the east coast of 

1 Bulletin of the Rubber Growers' Association , January 1931. 

* Morning Post, 13 August 1926. 

3 Stahl, op, cit ., p. 90. 4 Guthrie Booklet. 

6 Supplement to Overseas and Transatlantic Mail , 18-25 June 1949, and Stahl, 
op, cit,, p. 90n. 
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^‘r/n began in /844 as a Liverpool tea and coffee wholesale dealer, ana 
for many years its interests were largely confined to trade in those 
commodities . Then, in 1894 , Arthur Lampard, a man of great energy 
and imagination , was admitted into the partnership and an era of vast 
expansion in the firm’s activities began. Lampard was first drawn to 
the East by the idea that the firm’s export of tea to Russia could be most 
economically conducted by means of direct shipments from Ceylon. He 
therefore established a tea merchanting company at Colombo to handle 
these shipments, and in 1899 the firm acquired its first estate, a tea 
plantation in Ceylon. Soon Lampard perceived the beckoning infinity 
of opportunity in the East Indies. When in 1902 a private planter asked 
for the firm’s help in turning his Malayan properties into a company 
on his retirement, Lampard was quick to respond. With his assistance 
the Pataling Rubber Estates Syndicate was floated, and Harrisons and 
Crosfield was appointed managing agents and secretaries. Subsequently 
the firm participated in raising capital for other estates, while some 
companies were formed for starting entirely new ventures and opening 
up virgin jungle. Sir Frank Swettenham, who retired from the governor¬ 
ship of the Straits Settlements in 1904, was connected with several of 
these ventures. 

Harrisons and Crosfield’s activities were by no means limited to 
Malaya. In 1906 Lampard visited the east coast of Sumatra where the 
chief crop at that time was tobacco; some coffee and a little rubber were 
also grown. Lampard realised that the capacity for large-scale organisa¬ 
tion shown by the Deli tobacco planters, the close connections with the 
Javanese sources of labour supply established by the coffee growers, 
and the extensive areas of cleared land, could be put to good account 
in the estate cultivation of rubber. Indeed, it seemed that a more rapid 
rate of development was possible in Sumatra than elsewhere. So 
Harrisons and Crosfield bought an estate, planted more rubber and 
floated a new company in London to provide the finance. This was the 
beginning of a period of rapid progress in East Sumatra. In addition 
to its pioneering work in the rubber industry in that region, Harrisons 
and Crosfield was the first firm to grow tea there. For a time it also had 
interests in the Deli tobacco industry. The extension of the firm’s 

1 Supplement to Overseas and Transatlantic Mail , 18-25 June 1949. 
a Much of the following information is drawn from the firm’s booklet: One 
Hundred Years as East India Merchants , 1844-1943 . 
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plantations to East Sumatra brought new business to its merchanting 
side, and the growth in its trade in that region led to its securing 
shipping agencies. 

When Lampard had launched his firm on its career in Sumatra he 
turned his attention to Java. In 1909 a leading planter in that country 
persuaded Lampard to interest himself in the flotation of two new 
companies, one for growing rubber and the other for growing tea. Soon 
afterwards Harrisons and CrosSeld opened an office in Java and set up 
a tea-buying organisation there. The firm's operationsin other countries 
lie outside the scope of this study , but an appreciation of its size and 
range demands at least that they be mentioned . Through amalgama¬ 
tions with other concerns it acquired interests in Borneo timber and in 
the tea trade of China and Formosa. In Japan associated companies 
were engaged in the purchase of tea, silk and other goods. Its branches 
in North America, Australia and New Zealand were originally estab¬ 
lished for marketing tea and coffee, but later came to deal with many 
other types of business. With the extension of the firm's interests in 
foreign countries its original business as a wholesale dealer in tea and 
coffee for the home market was ultimately abandoned. In 1956 
Harrisons and Crosfield were agents for upwards of 225,000 acres of 
rubber in Malaya, and 135,000 acres in Indonesia. It was then acting 
as secretary to a number of tin-mining companies and it had interests 
in a rubber factory and an engineering works. 

While most of the leading firms began as merchants and were later 
drawn into the management of plantations, some firms started as 
planters and subsequently went into merchanting. An example is 
afforded by Simc Darby and Company, which was formed in 1902 for 
the purpose of merging two groups of proprietary estates, most of them 
in the Malacca region. In 1926 the firm amalgamated with the rubber 
merchanting business of R. G. Shaw and Company, and by 1952 its 
interests included managing agencies for rubber and tin, merchanting, 
engineering and electricity generation. Chinese have a substantial 
financial interest in this firm, and for many years Chinese directors 
have sat on its board. There are also several large merchanting- 
managing-agency firms whose Malayan interests, though substantial, 
are of less importance than their affairs in India, Ceylon, Indonesia or 
Thailand. 

The managing-agency-merchant combination is by no means the only 
form of Western entrepreneurial organisation in Malaya. In the first 
place, specialists in one or the other of these twin activities are able to 
operate successfully. For example, Cumberbatch and Company and 
the Rubber Estate Agency of London (Malaya) confine themselves to 
the functions of managing agents and secretaries, while McAlister and 
Company, a Singapore firm that dates from 1857, conducts a general 
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e XD ort and import business and does not concern itself with the manage- 
menTof estates. Besides these general merchants who trade both ways 
there are several classes of specialist importers-‘techmcal importers 
wtooconcentrate on engineerinj goods, large retail stores wh,eh handle 
their own import business, and the local distnbuuve organisations set 
up by overseas manufacturing concerns. 1 Further, there are large 
sections of the agricultural and mining industries that lie completely 
outside the control of the managing-agency houses. For instance, m 
the rubber industry, apart from the section composed of the Asian 
smallholders who produce about two-fifths of Malaya’s rubber output, 
there are, first, a few proprietary plantations, a dwindling legacy from 
earlier days, second, the properties of the financial and estate companies 
that are independent of the agency houses (for example, the Duff 
Development Company with large estates in North-east Malaya, and 
Socfin and Company, a great Franco-Belgian firm) and, lastly, the 
rubber estates owned by rubber goods manufacturers, such as Dunlop 
and the United States Rubber Company. 


Much the same diversity is found in the tin-mining industry. While 
a few of the tin-mines are controlled by the large managing-agency 
firms already mentioned, or, more usually, by managing agents who 
specialise in tin, such as Osborne and Chappcl, which acts for twenty 
companies, much of the industry has a quite different form of organisa¬ 
tion. Thus the Chinese mines, which produce two-fifths of Malaya’s 
output, are outside the managing-agency system, while the largest 
group of mines is owned by the London Tin Corporation which has 
extensive interests in other countries. 


The rise of manufacturing industry in Malaya brought several new 
types of firms on the scene. This development is recent, for apart from 
the preliminary processing of local produce, manufacturing became 
important only within the last twenty years. Indeed, it was not till 
after the Second World War that it could be regarded as a substantial 
section of the economy. Some of the new factories are Chinese-owned; 
but the largest of them have been established and are operated by 
leading Western manufacturing concerns, such as the Metal Box 
Company, Ford Motors, Bata, Unilever, and Associated Portland 
Cement. It is significant that, while some part of this activity was 
initiated locally, most of it is attributable to the enterprise of great 
firms with headquarters in Europe or America. 

The organisation of other types of Western undertakings will be 
discussed very briefly at this point, as it will be examined in detail in 


1 It must also be remembered that the large volume of goods imported by govern¬ 
ment departments, including Malayan Railways, the Central Electricity Board and 
the Singapore and Penang Harbour Boards are bought through the Crown Agents 
for the Colonies. 
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subsequent chapters. The banking system of Malaya follows the British 
rather than the continental pattern, for the banks usually confine them¬ 
selves to the provision of short-term advances and to commercial 
banking, and they have had little part in financing the rubber and tin 
industry. Three of the four leading banks are British—the Hong Kong 
and Shanghai Banking Corporation, the Chartered Bank and the 
Mercantile Bank. The Overseas Chinese Banking Corporation and 
other Chinese banks carry on types of business similar to those of the 
British banks, while the Dutch banks are mostly concerned with 
financing trade with Indonesia. British insurance companies are usually 
represented in Malaya by British merchant houses; some American 
companies work through a co-operative organisation, the American 
Foreign Insurance Association . In shipping the chief companies 
engaged in ocean trade are represented in Singapore by Western 
merchant houses . There arc , in addition , local shipping firms of which 
the most important is the Straits Steamship Company. This was 
founded by a partner of an old-established local merchant concern, 
Mansfield and Company, which has continued to manage it. Internal 
air services are operated by Malayan Airways Limited, capitalised by the 
Straits Steamship Company, B.O.A.C. and the Blue Funnel Line, and 
managed by Mansfields. Thus, as in every dynamic economy after a 
certain stage of growth, new enterprises and new types of economic 
activity have arisen largely by the extension of the interests of old- 
established firms. 

It would be misleading to attempt an analysis of the structure of 
Western enterprise in Malaya without further reference to the business 
activities of Asians and to the mutual relations between Western and 
Asian enterprise. As we have already seen, the Chinese were pioneers 
in tin-mining and in 1952 they produced two-fifths of the output of 
both rubber and tin. In domestic and foreign trade also the Chinese 
have taken an important share. Most of the internal trade, wholesale 
and retail, is in their hands, and although the greater part of Malaya’s 
trade with Europe and America passes through Western firms, the 
Chinese share is growing. For some goods, it is true, the Western 
predominance still remains unchallenged, as in the import of technical 
products and mineral oil and in the export of palm oil. On the other 
hand, the business of importing smallholders’ rubber from Indonesia is 
conducted almost wholly by Chinese, who, in general, have a high 
proportion of the trade between Malaya and nearby countries. The 
milling of smallholders’ rubber is done entirely by Chinese mills, and 
Chinese merchants handle a substantial rubber export business. Since 
the Second World War the importance of the Chinese in most branches 
of the economic life of Malaya has much increased. 

Some Chinese enterprises are competitive with Western enterprises, 
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while others are complementary and indeed indispensable to the 
conduct of Western business. But this antithesis does not by any means 
provide a complete description of the relations between the two, for 
there are many Instances in which Chinese and European enterprises 
are closely linked financially , or even fused . This last type of relation¬ 
ship has become prominent since the war—as it had become prominent 
on the China coast during the thirties. Much of the capital of many 
nominally European concerns is now owned by Chinese, and the 
boards of companies registered in Malaya are often composed of both 
Western and Chinese directors. This interlocking of Chinese and 
Western interests is, however, not to be taken wholly as an indication 
that a community of interest among the different races of Malaya is 
becoming more firmly established. To a large extent the transference 
of property, whether in the form of rubber estates or of shares in 
Western firms, is attributable to the desire of the Western investor to 
withdraw his capital from what he regards as an increasingly risky field 
for investment. The Chinese for their part made large profits in the 
rubber boom of 1950-1 and have not been deterred by the political 
situation from investing those profits in local undertakings. 


The long history of Western enterprise in Indonesia, the policy of 
the ruling Power, and the regional diversity of that huge country, have 
produced a structure of European economic activities far more complex 
than that in Malaya. The contrast between the economic functions of 
the State in the two countries has already been stressed. The govern¬ 
ment’s ready assumption of the role of entrepreneur in Indonesia found 
no parallel in Malaya. At times it owned and operated not only public 
utilities but also agricultural estates, mines, trading and financial com¬ 
panies, and manufacturing concerns. Two of the largest financial 
institutions of the country, the Java Bank and the N.H.M. were founded 
on the initiative of the State and of royal personages. The government 
associated itself with private Western firms in establishing and operating 
numerous industrial and agricultural undertakings. In such firms the 
capital was usually jointly provided, while the management was in the 
hands of the private firms. The most important instances of joint 
enterprise include the tin-mines on Billiton Island, the Jantra Spinning 
Mill at Semarang,the Bruynzeel-Dajak timber concern in South Borneo, 
and in oil-mining, the Nederlands-Indische Aardolie Mij. (N.I.A.M.). 

The government of the Republic of Indonesia succeeded to the large 
estate properties formerly held by the Colonial Government and, with 
the decline in the privately owned estates, the relative importance of 
these government properties has increased. The present government is 
also the sole owner of a number of factories, such as the new cotton 
mill at Tjilitjap in South Java, built with Japanese reparations, and of 
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dockyards, which are managed for it by a Dutch concern. The air 
services of the country are operated by a public corporation, Garuda 
Airways, which before its nationalisation in 1953 was jointly owned by 
the State and the K.L. M. Before the war about 60 per cent of Java's 
railway mileage and three of the four railways in Sumatra were State - 
owned. The Indonesian Government has several times announced its 
intention of nationalising all the railways and it has already taken over 
private lines in Java. Recently, electricity-generating undertakings 
formerly owned by private Dutch companies were nationalised. Thus 
the new Indonesian Government has not only inherited the extensive 
properties of the former Colonial Government, but is proceeding to 
extend public ownership and control to undertakings that were formerly 
in private hands or were jointly owned and administered by the State 
and private firms. The chief reasons for this policy are to be sought in 
the desire of the government to wrest control over the country’s 
economic activities from foreigners in circumstances in which private 
Indonesian enterprise is unavailable, although in some instances the 
government’s actions may have been the result of the shyness shown 
by Western private enterprise towards the new Indonesia. If present 
tendencies continue the government may consider itself obliged to 
extend its functions as entrepreneur and administrator of economic 
resources. Superficially there appears, in certain respects, to be a 
parallel between the present situation and that which preceded the 
introduction of the cultuurstelsel more than a century ago. 

In the private sector of the economy a leading place is taken by a 
small group of firms with wide-ranging activities. These include the 
Borneo-Sumatra Company, Jacobson van den Berg, George Wehry, the 
Internationale Crediet- en Handelsvereniging ‘Rotterdam’ (the Rotter¬ 
dam Trading Society or Internatio, as it is commonly called), and 
Maclaine Watson. Their immense interests extend across the whole 
Archipelago. They occupy an outstanding position in the country’s 
commercial life and at the same time they participate largely in manu¬ 
facturing industry and the estates. Indeed, their scope of operation is 
even wider than that of the merchant and agency houses of Malaya. 
Some began as merchants at the time when the cultuurstelsel was being 
abandoned in favour of free enterprise. Jacobson van den Berg started 
business in 1860. It became a great international trading house with 
affiliated companies in many parts of the world as well as offices in 
most of the trading centres of Indonesia. During the inter-war years 
if was one of the chief importers of textiles and manufactured goods, and 
it exported most types of Indonesian produce, although it had few 
estate interests. In recent decades it became associated with a wide 
variety of manufacturing establishments. Some of these it owned in 
whole or in part, while for others it acted as sales agent. 
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The founder of Borsumy (as the Borneo-Sumatra Company is 
commonly known) was originally in the service of the N.H.M. at 
Bandjermasin. Like Jardine, the former employee of the East India 
Company, he abandoned his ‘official’ employment and started on his 
own as an exporter of produce and an importer of general merchandise. 
His firm, Schlimmer and Company, which he founded in 1883, opened 
offices in Borneo and Sumatra. In 1894 it became a limited company 
under its present name and its activities then began to range over the 
whole of the N.E.I. On the eve of the Second World War, besides its 
diverse merchant activities which required it to have offices and agencies 
all over the world, it held agencies in the N.E.I. for many Western and 
Japanese manufacturing, shipping and insurance companies, and it 
owned or managed numerous estates and manufacturing and mining 
establishments (including some engaged in the production of metals, 
textiles, cycles, leather goods and building materials, coal and sulphur). 
The firm is still controlled by the members of the original family. 

George Wchry and Company can trace its origins to 1862 when a 
predecessor began operations at Batavia. In 1871 it opened a branch 
at Surabaya and before the end of the century it had extended to 
Cheribon and Semarang. From the first the company directed its 
attention to agriculture. After 1871 it was engaged in shipping consign¬ 
ments of tobacco, coffee and vanilla to Amsterdam, and by the middle 
of that decade it had acquired interests in several plantations. In 1893 
it went into tea-growing, and in 1902 it became concerned with the 
rubber industry. A large expansion of its activities took place in 1911 
when it took over the import business of the H.V.A., 1 one of the 
cultuurbanken . 2 In the inter-war period it began to participate in local 
manufacturing industries. For example, in 1920 it founded a plywood 
factory on the east coast of Sumatra; the product was used in the 
making of tea-chests. After the Second World War its headquarters 
were removed from Djakarta to Amsterdam and its activities and 
interests outside Indonesia were widely extended. Maclaine Watson, 
a British firm founded in the 1820s, from the outset based its operations 
on Java, although its activities spread gradually to the neighbouring 
islands and Singapore. Before 1939 it was one of the chief firms in the 
sugar industry and trade, and it had interests in rubber, coffee and 
cinchona estates. 

The Rotterdam Trading Society, or Internatio, started its career in 
1863 as a commercial bank, but it soon became involved in agricultural 
credit and sustained severe losses in the sugar crisis of 1883-4. Later, 
commercial interests predominated. Its activities will be described in 
the section of Chapter X which deals with cultuurbanken. The great 

1 Handelsvereniging Amsterdam. 

* See Chapter X. 
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N.H.M., which is unique among the business enterprises of Indonesia, 
will also be discussed in that chapter. 1 

Firms such as these, like most of the old-established business houses 
of the East, are the survivors of a large number of independent business 
undertakings which came into being during the early stages of Western 
enterprise. Many of the pioneers fell victim to the risks of Eastern 
trading ventures and ceased to exist except in some cases as constituents 
of the tougher, or luckier, which remain. Up to 1939 these large con¬ 
cerns found ample scope for their enterprise within the East Indies 
and ran only sales or purchasing offices in other lands. After the war 
they began to disperse their activities more widely, for the risks of 
concentrating on Indonesia became greater than prudent firms were 
prepared to accept. 

Managing-agency business, which is among the more important 
functions of these companies, is also the specialised activity of what 
are known as administrate kantoors . The kantoors , which usually have 
a financial stake in the concerns they manage, included Dutch firms, such 
as Tiedeman and van Kerchem, Coster and Vorhout, and Anemaat and 
Company, and British firms such as Harrisons and Crosfield, Ross 
Taylor and Company, and Wattie and Company. They operate chiefly 
in Java where the small size of the individual estates makes management 
by agencies an economical form of administration. 

Some of the biggest estates are outside the spheres of the large 
integrated firms, the cultuurbanken, or the administrate kantoors . In 
Java the P. and T. Lands is the outstanding example. 2 It is, however, 
on the east coast of Sumatra (in the present century the leading estate 
region of Indonesia) that direct management by the owning company 
is more usual. From the outset the organisation of the Sumatran estates 
differed from that of the Javanese. Most of the plantations were in 
the hands of firms with large capital resources and they were laid out 
as huge blocks of land specialised to a single crop—tobacco, rubber, 
oil palms, tea or sisal. The tobacco industry, which in 1952 was 
concentrated largely in four great concerns, was developed by the 
Dutch and remained almost entirely in their hands. Most of the capital 
for the newer industries, however, came from Great Britain, France, 
Belgium and the United States. In recent times leading concerns have 
included the R.C.M.A., Socfin and subsidiaries of the U.S. rubber 
manufacturers as well as some large British agency groups, such as 
Harrisons and Crosfield. 

1 In addition to those concerns with wide-ranging interests, there are some large 
firms which specialise in a particular function. An instance is Handelsvereniging 
Harmsen Verwey and Dunlop N.V. which confines itself mainly to the general 
import trade, although it also runs a weaving-mill. 

* See pp. 67-8 infra . 
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Many local variations in the system of organisation exist, some of 
them survivors from time long passed. Thus in Java a few proprietary 
fUZLain.andon Band* Island spices are sdUgrown 
on their perks. In other outlying regions firms long specialised to the 
trade or industry of particular localities have retained their importance. 
An example is that of dc Molukse Handelsvereniging . This firm was 
founded in 1866 by a group of Amsterdam merchants who opened 
coco-nut and coffee plantations in North Celebes. Later they began to 
buy copra and other local products from the natives of the eastern 
islands, and they started an import trade in manufactured goods. In 
1952 de Molukse owned five plantations in North Celebes as well as 
an estate in Java. 

In the mining and manufacturing industries, apart from the large 
concerns with widely dispersed interests, direct management by owning 
companies that specialise in a relatively narrow range of industries is 
common. These include the Billiton Company in tin-mining, and the 
Caltex and Standard Oil in oil-mining. The structure of these 
trades and the type of firms that control them will be described in 
detail in later chapters, where the important part of the State in the 
development and operation of certain mining undertakings will also be 
discussed. 

In transport and communications among the scattered islands of the 
Archipelago a single great Dutch firm, the K.P.M., has been pre¬ 
eminent. Its functions have extended far beyond those normally 
engaged in by shipping lines, for it has been not only a leading instru¬ 
ment of economic policy in the N.E.l. but it has also contributed to the 
maintenance of political unity and administrative efficiency. In recent 
years a similar contribution has been made by the K.N.I.L.M., which 
was reconstituted in 1949 as the Garuda Indonesian Airways. This 
concern is now owned entirely by the State. 

A discussion of the large firms that have been the main instruments 
of economic development would give rise to misconceptions if there 
were not also some reference to the part played by smaller European 
firms. In this respect Indonesia presents a contrast to Malaya. It has 
been shown that in the latter country Western enterprise was confined 
to large undertakings, and that Europeans were employed almost 
entirely in posts of an administrative, managerial, technical and profes¬ 
sional character. In Indonesia, on the other hand, Western economic 
activity has flourished at much lower levels. Thus Dutch retail business 
and indeed small concerns in various branches of economic life have 
been numerous. The British in Malaya have always regarded themselves 
as expatriates who return home on frequent leave and ultimately quit 
the country on retirement. The Dutch, however, identified themselves 
much more closely with Indonesia and they were not found solely in 
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managerial posts. Many skilled workmen came from the Netherlands 
to settle in Indonesia and some of them, after a period of service in 
the army or with a large firm, stayed on as proprietors of small manu¬ 
facturing businesses or as shopkeepers. Neither they nor their children 
counted upon returning to the Netherlands, for they made Indonesia 
their home. In this respect the Netherlands Indies was unique among 
the Far Eastern countries , for in some measure it was a field for 
European colonisation as well as for European industrial and com¬ 
mercial enterprise. 

The Chinese occupy the same position in the Indonesian economy as 
in the Malayan, in that they are the chief intermediaries between native 
cultivators of export crops and large foreign concerns. 1 In both 
countries they own the small and medium-sized factories. Yet there are 
differences of detail. Whereas in Malaya most of the wholesale trade 
has long been in Chinese hands, in Indonesia—a country with a popula¬ 
tion ten times as large as Malaya’s—the size of the internal trade has 
offered more scope for European merchants. Consequently, Western 
houses have for many years been prominent in the internal wholesale 
business, and this in the past meant a somewhat more restricted field 
for the Chinese. Further, although in recent years the Chinese have 
enlarged their share of trade, both internal and external, they have not 
shown the same readiness to adopt Western business methods and 
forms of organisation as their co-patriates in Malaya. There are, of 
course, a number of large Chinese firms, such as Kian Gwan, which 
ranks among the leading merchants of the country and has exten¬ 
sive interests in the sugar and estate industries; but these are still 
exceptional. 

The withdrawal, since 1949, of Western firms from some spheres of 
activity, especially from internal trade, has occurred partly in conse¬ 
quence of competition from Asians and partly as a response to the 
less congenial political environment. But although the Chinese have 
inherited some of this business they too have been victims of Indonesian 
nationalism. The Indonesians themselves at no time had much share in 
large-scale enterprise, in trade, agriculture, or manufacturing industry, 2 
and even businesses nominally owned by them were often capitalised or 
controlled by men of other races. Since the war the government has 
tried to encourage Indonesian concerns by according them preferences 
in obtaining import licences and in securing financial aid from the 
official banks. These privileged businesses, commonly known as 
Benteng (protected) firms, have not been conspicuously successful and 

1 In Malaya, where Chinese form about half the population, many more are found 
in humble positions than in Indonesia, where they are a small minority. 

2 Except, of course, those concerns which the Indonesian Government has 
inherited from its colonial predecessor or acquired in recent years. 
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many of them have depended for their continued existence on the advice 
and financial help given by Chinese and Europeans; some of them have 
even fallen under Chinese or Western control. Nevertheless, the dis¬ 
crimination in favour of Indonesian firms has had a restrictive effect on 
the business of the Chinese as well as on that of the Europeans. 
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CHAPTER III 


AGRICULTURE IN INDONESIA 

GENERAL ASPECTS 

the outstanding and characteristic ventures of the Westerners in South 
East Asia were their large-scale agricultural enterprises. Through these 
they not merely transformed the economies of the countries in which 
they operated but also exerted a profound influence upon industrial 
developments in Europe and America and, in the twentieth century, 
upon the whole pattern of international trade. A description of the 
conditions in which the various agricultural industries began and 
developed during the last century and a half has been given in Chapter 1, 
and a more detailed account of their structure and operation will follow 
presently. In this chapter it is proposed to treat of certain issues that 
affect all, or most, branches of Western agriculture in South East Asia, 
to distinguish between the various methods and forms of organisation 
found there, and to call attention to the system of land tenure under 
which the properties were held and the relations of the enterprises with 
the native or immigrant peoples who supplied the labour force. 

In Indonesia, with its long history of Western colonialism and its 
varied crops, the organisation of agriculture was marked by great 
diversity, and this diversity corresponds to wide differences in the 
conditions under which the Westerners obtained or continued to hold 
their lands. Their properties in modern times fell into four main 
categories. First, there were the freehold estates or particuliere lande- 
rijen. These estates came into being through sales of land by the 
government. Most of them date from the time of Raffles’s administra¬ 
tion when the State disposed of a huge area of land in an effort to redeem 
the inconvertible currency and to restore financial stability. The pur¬ 
chasers of these estates acquired the right to one-fifth of the crop 
produced on them. 1 Among the largest freeholds sold by Raffles was 
that which came to be known as the Pamanoekan en Tjiasemlanden 
(the P. and T. Lands); this covered about half a million acres in the 
district to the west of Batavia. The transaction was in many ways 
typical and the conditions of the sale deserve remark. Tn return for an 
annual quit rent of 0*5 per cent of the original purchase price, the 
buyers were freed from feudal obligations to the government, although 
they remained responsible for the maintenance of roads and bridges. 
From their tenants the new owners could demand the stipulated share 

1 Fumivall, op. cit., p. 313. 

67 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

of the crops (one-fifth) and also rent for buildings; but they were not 
allowed to exact other feudal services or rents. The government retained 
in its own hands the capitation tax and the right of levying dues of 
various kinds. 1 

The P. and T. Lands, under various owners, took a prominent part 
in plantation agriculture throughout the modern era. In general, how¬ 
ever, the particuliere landerijen continued to be cultivated by native 
tenants who used them for growing rice and other food crops. Their 
owners, both European and Chinese, regarded them mainly as a source 
of rent rather than as a basis for new large-scale enterprise. In 1930 less 
than one-tenth of the area was employed for plantation agriculture, and 
this represented only about 6 per cent of the total area of planted land 
owned or rented by Westerners in Java. From 1910 the N.E.I. Govern¬ 
ment followed a policy of repurchasing these freeholds, partly in order 
to free tenants from the oppression of their landlords and partly because 
there seemed at that time a danger that certain large estates would pass 
into non-Dutch hands. Between 1910 and 1930 nearly 1,600,000 acres 
Tiad been resumed by the State and about 1,200,000 acres were then left 
in private ownership. 2 

In the second category there was land held on erfpacht , that is to say, 
land obtained on heritable lease from the government. This type of 
lease dates back to the early days of the cultuurstelsel , when its term 
was normally twenty years. The government soon found, however, that 
private estates held on erfpacht were competing successfully with official 
enterprise. It, therefore, ceased to grant leases to private persons, and 
erfpacht land did not become of major importance for plantation enter¬ 
prise until after the passage of the Agrarian Law of 1870. This law was 
a turning-point in the history of Western agriculture in the Indies. To a 
large extent it provided the legal framework for the subsequent develop¬ 
ment of the plantations. All land not in private ownership was declared 
to belong to the State, and a distinction was drawn between ‘free’ land 
not subject to native rights (in fact, waste and unoccupied land) and 
‘unfree’ land subject to native rights. The government was empowered 
to lease ‘free’ land to Dutch subjects, inhabitants of the Netherlands or 
the N.E.I., and to companies registered in the Indies, for a term of not 
more than seventy-five years. 3 Such leases were attractive to the 
Western planters, for the period was long enough to justify the planting 
of slow-maturing perennials and the erection of processing factories and 
other buildings. Moreover, as the land was available in large tracts, it 
was suitable for extensive forms of agriculture. Consequently, there 
was a sharp increase in the area held on erfpacht after 1870, especially 
in the Outer Provinces where the amount of ‘free’ land was greater than 

1 W. H. Daukes, The ‘ P. and T ’ Lands , pp. 8-9. 

* Fumivall, op . cif., pp. 312-14. 3 ibid., p. 179. 
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in densely settled Java. In 1930 the area granted on erfpacht amounted 
to 4,300,000 acres; of this the area actually opened up was 2,700,000 
acres and that actually planted 1,250,000 acres. 1 The disparities 
between these figures throws some light on contrasts in regional 
agricultural practices and conditions. Most of the difference between 
the area granted and the area opened up is explained by the existence 
of land held in reserve for future cultivation in the newer plantation 
districts of the Outer Provinces. The difference between the area opened 
up and the area actually planted is attributable to the type of agriculture 
for which this land was used. Much of it, especially in the Outer 
Provinces, was under tobacco which, in East Sumatra, was grown only 
one year in eight or ten on the same land. 

The land in the third class was that obtained on concession from 
native rulers. Some properties of this type can trace their origin to the 
early nineteenth century, and during a considerable part of the cultuur - 
stelsel period this was the only kind of land to which plantation com¬ 
panies could get easy access. Concessioned land possessed considerable 
advantages for the planters over that situated in districts under direct 
Dutch rule. The annual quit rent was lower than on the erfpacht leases, 
and there were fewer restrictions on the freedom of the undertakings in 
their relations with the native populations. Indeed, the concessionnaires 
took over the lessees’ feudal rights, which often included the right to 
half the produce of the cultivators within the area of his concession. It 
appears to have been the normal practice for the plantation companies 
to take possession of half the area within their concession and to 
employ the natives to cultivate it with impressed labour. As has been 
said, ‘. . . it was the pure Culture System of Van den Bosch but in the 
hands of private capitalists’. 2 

These powers were not infrequently abused and during the last 
quarter of the nineteenth century the Dutch authorities intervened on 
several occasions to modify the terms on which concessions were 
granted. In 1918 an arrangement was reached with the planters in Java 
by which the concession naires were confirmed in their tenure for fifty 
years on condition that their contracts with the princes were replaced 
by agreements with the local population. It was, however, in the Outer 
Provinces that the major extension in the concessioned area occurred, 
a process that began in 1863 with a concession obtained for tobacco 
planting from the ruler of Deli. The government intervened in these 
contracts, as it had done in Java, since it was found that in many cases 
the rights of the local inhabitants were disregarded. Finally, in 1919, it 
was laid down that no new concessions should be granted and that, as 
the existing ones expired, they should be replaced by grants on erfpacht . 3 

In the last category there was the land obtained on lease from the 
1 ibid., p. 313. 2 ibid., p. 314. 8 ibid., pp. 314-16. 

69 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 


actual cultivators. From the early years of the nineteenth century it was 
customary for Western concerns to rent land from natives for growing 
coffee, sugar, indigo and other crops. The term of these leases was very 
short. The Rent Ordinance of 1871 fixed a maximum period of five 
years for lands held by natives on customary tenure and twenty for 
native land held in private ownership. Later the maximum term was 
extended to 21 £ years; but this was too short to permit the investment 
of fixed capital either in the form of buildings or in the planting of 
rubber and other slow-maturing trees. Consequently Western enterprise 
on this land was confined to forms of cultivation which could be 
integrated with the native agriculture. As we shall see presently, sugar 
cultivation admirably satisfies this condition, and it is for this reason 
that most of the rented land was put under that crop. The land used 
for tobacco-growing in Java also came into this class. 

All the rented land and practically all the particuliere landerijen were 
in Java, while 95 per cent of the total area of concessioned land was in 
the Outer Provinces. The land held on erfpacht , on the other hand, was 
fairly evenly divided between these two regions. In 1930 the total area 
actually planted in the N.E.I. amounted to 1,200,000 hectares of which 
520,000 hectares were in the Outer Provinces. Nine-tenths of the Outer 
Provinces land was in Sumatra, and within that country there was a 
heavy concentration on the east coast. The Celebes had only 20,000 
hectares of planted land; the rest was in Borneo, the Moluccas and the 
islands near Sumatra. 1 Such was the distribution of the Western planta¬ 
tions on the eve of the Great Depression. During the thirties the total 
planted acreage in the N.E.l. remained fairly stable, but there were 
marked changes in its geographical distribution. Thus, by 1939, the 
share of the Outer Provinces, which had been growing ever since the 
1860s, had risen to over half. 2 

The relationship between the estate owners and their labourers under¬ 
went considerable changes during the modern era. In the first half of 
the nineteenth century a high proportion of the workers were ‘unfree’, 
and various kinds of compulsory service were exacted until very recent 
times. Outright slavery was abolished in 1860. At the same time debtor 
bondage was prohibited in Java, and from 1872 efforts were made to 
extend that prohibition to the whole of the N.E.l. Yet long before these 
dark blemishes on colonial enterprise had been removed, slavery had 
been giving way to a labour-contract system, according to which legal 
penalties were imposed on servants for failure to observe service agree¬ 
ments. By the middle of the century this penal sanction was in force 
over the greater part of the Archipelago. In Java the regulation that 

1 Fumivall, op. cit pp. 312-13. 

2 P. Honig and F. Vcrdoom (eds.), Science and Scientists in the Netherlands 
Indies , p. 179; see also Appendix IX infra. 
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governed this sanction was repealed in 1879; but by that time new 
circumstances had been created by the expansion of plantation agricul¬ 
ture in the Outer Provinces. The estates in East Sumatra depended for 
their labour upon workers brought in at their employers’ expense. 
At the outset most of these workers were Chinese, and the Deli Planters’ 
Association maintained an office at Swatow for recruiting them. 1 In 
later years Javanese were brought over to work on the estates. The 
estate owners insisted that they should be given adequate powers of 
control over this labour, and their demands were met in the Coolie 
Ordinance of 1880, which applied to East Sumatra, and by subsequent 
Ordinances which covered the rest of the Outer Provinces. 

From the beginning of the twentieth century the system of penal 
sanctions was under constant attack in Holland and elsewhere. Yet 
although the N.E.I. Government intervened to regulate the working 
conditions of the labourers, as late as 1929 the great majority of the 
estate workers in the Outer Provinces were still engaged under this 
system. In the next few years many forces combined to bring about a 
change. In 1929 an amendment of the United States Tariff Law forbade 
the import of products grown by workers subject to penal sanctions, 
while the World Depression, by reducing the demand for labour, 
rendered the system less attractive to the planters. By this time, more¬ 
over, the children of the immigrant workers had grown up and provided 
a resident labour force. The result was that the Deli tobacco growers 
decided to employ only Tree’ labour, and the N.E.I. Government 
narrowly restricted the circumstances in which penal contracts were 
permissible. By the time the sanctions were finally abolished (1 January 
1942), the system had already withered away. 2 

Most of the crops cultivated on the estates were those which at some 
period had been introduced into the Indies by Westerners. Yet since 
the peasants took up the production of many of these crops after 
experience on the plantations had shown that they could be success¬ 
fully grown, no clear-cut division existed between the types of crops 
cultivated by the peasants and the estates respectively. To measure with 
any precision the relative importance of these two categories of producers 
is difficult because the estates often bought up native produce for 
processing along with their own; while the fact that a high proportion 
of certain smallholders’ crops was consumed locally also makes esti¬ 
mates of production very hazardous. It is, however, possible to propose 
some general statements in regard to exports . Just before the Second 
World War the estates were responsible for all the latex and the palm- 
oil products, nearly all the sugar, cinchona and cocoa, the greater part 
of the tea and tobacco, and rather more than half the dry rubber. The 

1 Chinese Customs Report , Swatow, 1915, Part III, p. 1014. 

* J. H. Boeke, Economics and Economic Policy of Dual Societies , pp. 157-8. 
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native producers supplied all the exports of maize, rice, areca nuts, 
peanuts and peanut oil, and cassava, and most of the exports of coco-nut 
products, coffee, pepper, kapok, tapioca, essential oils, nutmegs and 
mace. In recent times as much as half the exports were probably 
produced on smallholdings. But this does not mean that Western 
enterprise was unconcerned with this large sector of the economy. In 
the words of a close student of Indonesia: ‘As a rule, a Western trans¬ 
port enterprise, a Western processing plant, a Western firm of exporters, 
push their way in between the market and the native producers.’ 1 

Particular plantation crops, as we have seen, were often associated 
with a particular form of land tenure. Another distinction of economic 
importance may be drawn between the crops cultivated or the agricul¬ 
tural methods employed in Java and the Outer Provinces respectively. 
This distinction was usually accounted for by differences in the relative 
scarcities of land and labour in the two regions. In some branches of 
agriculture this contrast in relative factor-supplies led to local or 
regional specialisation as with sugar-growing in Java and palm-oil 
production in the Outer Provinces. On the other hand, where the crops 
were widely distributed, the regional contrast found expression in the 
forms of organisation employed. The Outer Provinces naturally pre¬ 
ferred land-extensive types of agriculture, for there waste land was 
plentiful while labour was a relatively scarce resource. Java, being a 
densely populated country, found its chief advantages in producing 
labour-intensive export crops, especially those of which the cultivation 
could be combined with the growing of food crops. 

Throughout the modern period Western agricultural enterprises were 
normally substantial concerns with large holdings. The reasons are not 
far to seek. Extensive plantations were a condition of economical 
production because of the indivisible nature of some of the factors 
employed, such as the highly paid European staffs of supervisors and 
experts, the equipment required for research and processing, and the 
abundant land needed for the application of scientific methods of cultiva¬ 
tion. Large units of control were an advantage because of the risks 
involved in the production of tropical agricultural commodities, the 
markets for which proved to be very sensitive to both secular and 
cyclical changes. European investors invited to subscribe capital to 
undertakings of this character in distant lands were the more ready 
to respond if the appeals came from substantial and well-established 
financial groups. Moreover, although the smallholders engaged in 
supplying the export industries often showed surprising agility in 
adapting themselves to price changes, Western plantations with their 
necessarily heavy burden of overhead charges had a greater chance of 
survival in periods of stress if they were in the hands of concerns with 
1 Boeke, Economics and Economic Policy , p. 97. 
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ample resources that could be readily applied to new forms of cultiva¬ 
tion as the old ceased to be profitable. Resourcefulness and audacity 
in experiment were indeed first conditions for continued prosperity in 
Western agricultural enterprise in the Indies, subject as it was at all 
periods in its history to the contingencies of chance and change. This 
book offers ample illustrations of the continuous process of adapta¬ 
tion. 

The structure of native agriculture and of rural life as a whole was 
profoundly disturbed by the establishment of the Western estates. In 
Java the peasants who engaged in the sugar and tobacco industries 
organised by the Westerners obtained a cash income from land rent 
and wages, and for many of them this was their first introduction to 
a money economy. In the Outer Provinces where immigrant labour was 
employed, the Western estates and their workers formed enclaves alien 
to the surrounding indigenous economy. Even there, however, as well 
as in Java, the estates became a channel of information about new crops 
and methods of cultivation and opened the way for innovations in 
peasant agriculture. 

The private plantation was not the only agency of change in native 
life. As we have seen, the government, in one period at least, played 
a dominant role as entrepreneur, and at all times it exerted a powerful 
influence. The introduction of Western methods of political adminis¬ 
tration made orderly development possible, and certain common 
services, such as the irrigation works, benefited peasants and estates 
alike. The first agricultural research was undertaken by government 
agencies and, when the estates set up their own stations, these often 
worked in collaboration with the official establishments. The sumptuous 
rewards which the estates from time to time gained when new crops 
were successfully acclimatised were the harvest of much patient research, 
and it was not only the Westerners who benefited. The government also 
intervened to safeguard native interests by legal enactments in regard to 
land tenure and labour contracts. Medical services were provided both 
by the government and by the estates, and these were of special impor¬ 
tance in the Outer Provinces where, in the early days of the plantations, 
the immigrant labourers suffered severely from malaria and beri-beri. 
The vast expansion in the population of Indonesia over the last century 
was equally dependent upon the existence of ordered government 
and on the economic progress brought by Western agricultural 
enterprise. 

The Japanese occupation, the war of independence that followed, and 
the subsequent lack of security for life and property, had disastrous 
effects on all forms of estate agriculture. The effects will be studied in 
connection with particular forms of cultivation, but here their general 
character may be sketched. During the Occupation some estate land 

73 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

was diverted to the production of food for local consumption and the 
former crops were uprooted or cut down. At the same time maintenance 
work—weeding, pruning, the application of fertilisers, and the repair of 
buildings and machinery—was neglected. It was during the years of the 
Revolution, however, that the worst damage was sustained. The 
estates and their staffs were very vulnerable to attack. Their tribulations 
differed from one part of the country to another , and, as compared with 
Malaya, the terrorism, being localised and spasmodic, lacked the 
systematic character of Communist ferocity. In the most gravely dis¬ 
turbed areas, however, such as the district round Djakarta, life and 
property were very insecure. For instance, the P. and T. Lands suffered 
far heavier casualties in proportion to the size of its stafT than any large 
company in Malaya at the height of the terrorist activities. Since the 
planters were forbidden to carry arms or to own armoured cars, the 
estates were without any organised defence. 

Where conditions were intolerable, many estates were not re-occupied 
by their owners after the war. Others were temporarily re-occupied only 
to be abandoned because of the continuing insecurity. Some plantation 
companies lost land through illegal occupation by squatters. On the 
Sumatran east coast the Batak tribesfolk settled themselves on the 
estates and owners were compelled to surrender to these squatters a 
large part of their reserve land. This land was more attractive than 
the unoccupied land owned by the government since the former was 
served by roads. Even where there was no squatting, estates were 
pressed by the government to give up reserve land for native occupation. 

The breakdown of order brought chaos into economic life even when 
it was not accompanied by violence. Thus, in some districts cattle were 
driven into the young rubber, and one estate lost half its post-war 
replantings in this way. Again, under the Dutch regime, there were 
stringent rules against deforestation of river banks to prevent their 
erosion; but during and after the war these rules were disregarded and 
the areas were cleared and cultivated. The silting up of the river mouths 
that followed led to the flooding of large areas which were lost to estates 
and peasants alike. Throughout Indonesia the Western plantations 
sustained heavy losses from illicit rubber-tapping (especially during 
the boom of 1951), the cutting down of estate trees for firewood, and 
the theft of coffee, cocoa and sugar. 

Even in the districts that were untroubled by grave disorders, many 
estates were abandoned because the precipitous rise in labour costs 
rendered them unprofitable. The estate labour forces had been dis¬ 
persed during the war and had grown unaccustomed to disciplined 
work. After the war they lent willing ears to the extremists who 
achieved leadership of the unions established at that time. The largest 
of the estate workers’ unions, Sarbupri, was affiliated to Sobsi, the 
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Communist-dominated trade-union federation. Very few of the 
labourers had any experience of responsible trade-union organisation. 
For this the N.E.I. Government and the estate companies cannot escape 
blame, since under the Dutch regime labour unions had been dis¬ 
couraged. Now the position was reversed. The new Indonesian 
Government naturally showed more solicitude for the immediate 
interests of the native workers than for those of the foreign employers. 
It introduced regulations that obliged the estate companies to provide 
social services of various kinds, subsidised food and bonus payments, 
such as Lebaran gifts at the Moslem New Year. The workers used their 
newly won bargaining strength to demand greatly increased wages 
which the mounting inflation seemed to justify. But while money wages 
soared, hours of work were reduced by government decree, and produc¬ 
tivity fell far below the pre-war level. The consequent rise in labour 
costs could be covered in the raw-material boom during the Korean 
War; but when prices subsequently fell, a number of estates were 
compelled to cease production and all found their financial prosperity 
jeopardised. 

Political and economic hazards were accompanied by legal uncer¬ 
tainties. By the end of the Second World War many of the erfpacht 
leases granted under the Agrarian Law of 1870 had expired, or were 
approaching their term. Yet the government was dilatory in declaring 
the conditions under which they might be renewed. A proposal that the 
maximum period for a lease should be limited to thirty years was 
discouraging to the estate companies, since such a period is too short 
to justify investment in fixed equipment. This uncertainty alone, apart 
from other causes, was sufficient to prevent any net investment by the 
companies. Even expenditure on maintenance was limited to what was 
essential for current operations, a niggardliness that could be ill afforded 
since much of the estate machinery was old. On the estates themselves 
very little replanting was undertaken after the war. According to a 
representative of the estate interests on the east coast of Sumatra, 
insecurity and high labour costs mean that not a single estate in that 
area could cover its costs if it had to start from scratch. No doubt the 
amount of disinvestment would have been even greater than it has been 
if it had been possible to transfer capital abroad. This point will be 
discussed further in the following chapters. 

The retreat of Western enterprise is illustrated by the altered composi¬ 
tion of the estate staffs. Before the war, the estates were staffed almost 
entirely by Europeans or Eurasians. Indonesians seldom rose higher 
than mandoers After the war European staffs were considerably 
reduced. At first this was attributable mainly to the lack of experienced 
men brought about by war-time casualties and the absence of recruits 

1 Supervisors. 
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during the period of the Occupation. But the deficiency persisted, for 
after 1949 a career in Indonesia offered few attractions for Europeans. 
The difficulty of finding European recruits—and the reluctance of the 
government to grant visas to any except technicians—compelled the 
estate companies to give staff contracts to Indonesians. Many of these 
were upgraded memdoers . Others were young men of some education 
brought into the estates from outside. So far, few Indonesians have 
reached the position of managers, but it is to be expected that as the 
present assistants gain experience they will be appointed in that capacity. 
The estates are assisting in their training; for example, the Algemene 
Landbouw Syndikaat runs a training course for estate staff at Bogor. 
The future place of Indonesians in estate management will doubtless 
depend on the success of these training schemes on the one hand and 
upon the conditions of European recruitment on the other. It would, 
of course, be wrong to infer that the transference of management to 
Indonesians is always an indication that they have attained an adequate 
level of competence. In Central Celebes, for instance, the Europeans 
have been compelled to yield the management of estates entirely to 
Indonesians simply because of the insecurity that exists there. 

For a proper perspective it is necessary to observe that the decline 
in the size of European staffs is in continuance of a tendency that began 
many years ago. The depression after the First World War enforced 
economies in staff, and numbers were again reduced during the Great 
Depression of the early thirties. The total size of staffs has not fallen 
since then, but apart from the replacement of Europeans by Indonesians, 
the character of the work performed by the former has changed. The 
intricacies of labour relations and of government rules and regulations 
now compel the European staffs to spend more of their time in offices 
than was formerly necessary. In this respect Indonesia marches in step 
with the rest of the world. 

Changes have also taken place in the composition of the labour force 
and in the duties assigned to the workers directly employed by the 
estates. Whereas in Malaya Chinese contractors were frequently used 
to clear the land, in Indonesia this task was usually performed before 
the war by the Indonesian employees of the estates. After 1945, espe¬ 
cially on the east coast of Sumatra, there was a tendency for drainage 
and certain other work to be done on contract by Asians. For this the 
uneasy labour relations between the estate companies and their workers 
were partly responsible. Another reason was that the contractors, un¬ 
like the estate companies, were not obliged by law to provide medical 
care, housing and other services for their employees, and they could 
consequently afford to pay higher cash wages which the workers prefer 
to ‘welfare’ payments in kind or service. Another trend that became 
more pronounced after the war was the replacement of Chinese labour 
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by Indonesians. Few Chinese have lately been employed by the estates 
except in office jobs. 

In the fields of agricultural research and training the new govern¬ 
ment took over many of the functions formerly exercised by the N.E.I. 
Government and, recognising the dearth of native expertise, it estab¬ 
lished new bodies to supply this deficiency. The Proefstations concerned 
with research into plantation crops were reorganised in 1948 as the 
Centrale Proefstations Vereniging (C.P.V.). This organisation, which 
in 1953 catered for undertakings with 870,000 acres under crops, 1 came 
to specialise on research designed to improve yields and quality. It was 
open to all plantation companies in Indonesia except those in Sumatra 
and a few other parts of the Outer Provinces which were served by 
A.V.R.O.S. 2 A compulsory cess which had been first collected during 
the years of the World Depression continued to provide the funds. To 
deal with problems of consumption and propaganda, the government 
set up a new organisation, known as INIRO, 3 managed by the estate 
planters and smallholders with a government chairman. 4 Thus to a 
considerable extent the research activities of the old regime were con¬ 
tinued, although their effectiveness will depend as always on the quality 
of the men recruited for the service. To supply the need for agricul¬ 
turists with adequate scientific knowledge and training the government 
established an institute at Bogor which had the agricultural education 
of Indonesians as one of its chief functions. It was associated in this 
work with an agricultural college of the new University of Indonesia. 
The revival of prosperity in large-scale agriculture will doubtless depend 
closely on the effectiveness of these new bodies. 

1 India-Rubber Journal , 14 August 1954, p. 1. 

2 Algcmene Vereniging van Rubberplanters ter Oostkusl van Sumatra. 

3 Indonesisch Instituut van Rubber Ondcrzoek. 

4 India-Rubber Journal\ 14 August 1954, p. 1. 
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CHAPTER IV 


THE JAVA SUGAR INDUSTRY 

western enterprise showed skill and versatility in adjusting itself to the 
structure of the native economy. It was alert in detecting in the tradi¬ 
tional agricultural and social systems those characteristics which were 
susceptible of use in the interests of new types of production, and 
because Westerners made the laws when necessary they could modify 
the older forms of village organisation in the service of the industries 
which they were striving to promote. The forms of organisation and the 
relationship of Western enterprise with the native economy varied 
widely from one type of production to another. This variation was 
attributable to the nature of the crop, the peculiarities of the region 
where its cultivation occurred and the period in history when it was 
introduced. From this point of view sugar is of special interest. It was 
one of the oldest and most important commodities with which Western 
traders and producers concerned themselves in the East Indies. Its 
production was closely integrated with native agriculture, and through 
their sugar interests the Westerners made their deepest penetration into 
the life of the villagers. The organisation of the industry was peculiar 
and differed from that of the main plantation crops. Even today 
the sugar industry retains vestiges of systems of long ago. 

In the beginning, the Westerners confined themselves to marketing. 
The plant had been cultivated from ancient times in Java, and the mill¬ 
ing of sugar was introduced more than a thousand years ago by 
Chinese immigrants who used buffaloes to supply the motive power for 
turning the heavy millstones. 1 When the Dutch East India Company 
began its operations, the industry was already flourishing in West Java, 
and the company did a considerable business in the purchase of sugar 
from the Chinese mills for export. Soon sugar became one of its staple 
articles of trade. Under the influence of this export demand, the 
industry expanded and spread to other parts of the island. In 1710 the 
district of Batavia alone had 130 sugar-mills which belonged to eighty- 
four concerns—one Javanese, four European and the rest Chinese. 2 
Despite many variations in fortune, the industry preserved unchanged 
its original structure until the early years of the nineteenth century. 
When a change came, it occurred because new methods of organisation 
and production offered access to economies beyond attainment by the 

1 J. J. Tichelaar, De Java-Suikerindustrie en hare Beteekenis voor Land en Volk, 
p. 8. * ibid., p. 12. 
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older systems. As commonly happened in the development of Far 
Eastern countries, a reduction in costs through technical improvements 
was accompanied by a deeper penetration of Western enterprise into 
the industry. 

The Chinese, who had supplied the East India Company, normally 
obtained their cane from the native chiefs, who could exact deliveries 
from the growers as feudal dues. This was true also of the Europeans, 
who set up sugar factories in the years immediately after the Napoleonic 
Wars. With the introduction of the cultuurstelsel the government 
assumed responsibility for the organisation of production, but at the 
same time it continued to make use of the existing feudal relationships 
in the village communities. This had obvious advantages in view of the 
peculiar technical requirements of sugar production. The cultivation of 
the cane demanded the use of land for eighteen months, three months 
for planting, a year for growing and three months for harvesting. After 
the harvesting the land was unsuitable for sugar for three years, and it 
reverted to other crops, usually rice, the main food crop of the country. 
Once gathered, the cane had to be crushed and processed, and mills for 
this purpose had to be located at each centre of cultivation. These mills 
required a large, seasonable labour supply as did the planting and the 
harvesting of the canes. Thus, sugar production was most economically 
conducted in well-populated areas, since there the rotation of sugar with 
food crops could be conveniently practised and a large labour supply 
both for cultivation and processing was available. In other words, 
sugar production could be developed not by the replacement of the 
existing system of agricultural organisation, nor by resort to virgin 
soils where cultivators were few, but rather by being grafted on to the 
traditional village life. 

At the same time the government had to modify the factory side of 
the industry. Since the cultuurstelsel rested on the canalisation of 
export supplies through the the factories stood at a key-point 

in the whole series of transactions, for they linked the deliveries of cane 
from the villages with the movement of the sugar into the export 
markets. By the 1830s a factory owner needed substantial capital 
resources. Apart from working capital, a large investment in buildings 
and fixed equipment was necessary. Steam-driven plants (the first of 
which was installed by a British firm, Trail and Company) meant low- 
cost milling, but they were expensive to establish. 1 This, together with 
the risks attending an untried system of organisation, at first deterred 
merchants from becoming sugar contractors under the cultuurstelsel. 
Those who offered themselves often lacked experience. Some were 
drawn into the industry as a pis alter , like the former coffee merchants 

1 W. M. F. Mansvelt, Geschiedenis van de Nederlandsche Handel-Mciatschappij , 
vol. i, pp. 184-5. 
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who had lost their livelihood in 1833 when their trade became a govern¬ 
ment monopoly. The Dutch were especially unenthusiastic. They 
could not be beaten out of their homes with sticks’ at this time, 1 and 
they would go to the Indies only in official positions. So it was to people 
of other nationalities, British, French, Chinese and Bengalis, that the 
government had to turn for its contractors. It was even obliged to run 
certain factories itself, sometimes with British managers. Lavish induce¬ 
ments were offered. The government gave the contractors interest-free 
loans 2 to cover not only working capital but also the cost of erecting 
and equipping factories, and it furnished them with building and other 
materials at low prices. This was not all. The villages were obliged to 
set aside a given area of land for sugar cultivation, and the headman 
of each village was responsible for seeing that this was done. Once the 
crop was ripe, the village was held to have discharged its obligation 
for land tax, and the workers needed for reaping, transporting and 
milling the crop were, in theory, recruited and paid by the contractors 
under a free labour contract. In practice, however, the authority 
of the headman was often invoked to obtain forced labour which was 
paid for at very low rates. 3 

In these circumstances many of the contractors made high profits 
and soon the former reluctance to enter the industry disappeared. 
Competition for contracts then enabled the government to dispense 
with some of the inducements that were formerly necessary, such as 
lavish advances. The success of the contractors led to the establishment 
of independent undertakings outside the cultuurstelsel. Dutch merchants 
rented land from the village authorities and hired labour for their 
factories through the village headman. In 1837-8 these private estates 
grew nearly half as much sugar as was produced for government account, 
and in the course of their operations they demonstrated the superiority 
of freely hired workers over forced labour. 4 The competition of these 
private undertakings caused the government in 1839 to prohibit the 
renting of additional land for sugar, and this ban was so effective that, 
when the cultuurstelsel came to an end only four private sugar factories 
remained. 5 There can be little doubt that while government initiative 
was necessary to develop the industry in the period when private enter¬ 
prise was shy, the later attempts to preserve the official monopoly by 
suppressing competition hindered further progress. Meanwhile the 

1 Mansvelt, op. cit ., vol. u, p. 9. 

a The loans were repaid by deliveries of sugar in ten annual instalments at prices 
fixed in advance. 

3 Fumivall, op. cit., pp. 142-3. 

4 It was estimated that a mill under government contract with a capacity of 6,000 
piculs needed 610 workers, whereas one with the same capacity under private 
enterprise needed only 480. Mansvelt, op. cit vol. n, p. 5. 

6 Fumivall, op. cit ., p. 121. 
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sugar contractors continued to earn high profits, and these were one of 
the chief sources of the capital which was applied to the further develop¬ 
ment of the country’s agriculture in the subsequent era of economic 
liberalism. By 1870, when the cultuurstelsel came to an end, there were 
about 100 factories under government contract, each with about one 
square mile under cane. Most of the contractors were then Europeans; 
the few Chinese mill owners were a reminder of the time when they had 
dominated the sugar-milling industry. 

The credit requirements of the industry, after the cessation of 
government advances to the contractors, had to be satisfied from 
other sources. The N.H.M., in particular, assumed the task of furnish¬ 
ing what was needed, and having made these commitments had 
to protect its investments by interesting itself in the efficiency of its 
clients’ businesses. Occasionally it was even obliged to take over 
properties through the failure of their owners. In this way the N.H.M., 
like the cultuurbanken in later decades, came to act as the chief agent 
of technical progress in the industry. It insisted that the concerns under 
its control should take advantage of improved types of cane and new 
methods of fertilising. Through innovations of this sort the yield per 
acre in one concern was trebled between 1850 and 1860. Costs were 
also reduced by the introduction of cheaper means of transporting the 
cane, such as the movable iron tramway which eventually became a 
feature of the sugar industry. 1 

With the abolition of the cultuurstelsel the organisation of the industry 
in its relation to village life assumed a form which it retained with few 
modifications until the Second World War. Yet although private enter¬ 
prise now took over the entrepreneurial functions hitherto exercised 
mainly by the State, many features of the former system persisted. The 
factory was still the unit upon which the operations were centred. As 
under the cultuurstelsel , the bond between sugar cultivation for export 
and the subsistence farming of the village remained intimate. The 
factory owner now rented the land from the village community for a 
period of eighteen months, and since sugar was never grown twice 
running on the same land, after each crop the land reverted to native 
use. Thus, whereas the ordinary Western plantation was an alien 
enclave in a traditional agricultural environment, sugar-growing con¬ 
tinued to be an integral part of the village economy. 

For this reason sugar cultivation for export had a more decisive 
influence on the economic life of the Indonesian villagers than other 
crops. In part, this was simply because the sugar factories, through 
their large disbursements of rent and wages, introduced money into 
regions where formerly a ‘natural economy’ had prevailed. But it has 
also been argued thatsugarcultivationhad a profound technical influence 
1 Mansvelt, op. cit ., vol. u, pp. 17, 40, 360-4. 
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upon native agriculture and that this influence was on the whole 
pernicious. It is claimed that the peasant was encouraged to grow 
quick-maturing rice so as to free the land in good time for the planting 
ofcanc, and in areas where this type of rice could not be grown the land 
had to be left fallow for a season. 1 The food crops were, therefore , 
adversely affected. To this it may be replied that since, on balance, the 
value of the total production from the village land, and also the peasants’ 
income, were increased by the introduction of sugar, the modifications 
in the rice crop represented an economical adaptation of resources to 
the changed conditions. A more serious criticism, however, is that the 
new system of sugar cultivation, being built partly upon the ancient 
institutions of the country—communal land property and the authority 
of the headman—and partly upon the traditions of the cultuurstelsel , 
exerted an excessively conservative influence on Indonesian agricul¬ 
tural, social and political life. For the sugar industry found the existing 
institutions congenial to its development, and by its use of them it 
helped to preserve the status quo. ‘Feudal’ arrangements were thus 
buttressed by Western enterprise. An escape from the inefficient com¬ 
munal system of cultivation, the development of individual property 
rights among the natives, and the growth of a strong and tenacious 
peasantry were consequently impeded. The conservative influence of 
the sugar system may be admitted; but it does not follow that had 
Western enterprise in this field been absent, conditions would then have 
been favourable to the appearance of peasant proprietors. 2 

The introduction of sugar cultivation exposed the villagers to the 
impact of economic fluctuations in the outside world. The effects of 
such fluctuations, however, were presumably less serious in villages 
where production for a market was combined with subsistence agricul¬ 
ture than they were in those dependent upon specialised plantations. 
Moreover, it is not easy to prove that fluctuations in real incomes that 
accompany production for a market are wider and more damaging 
than are those that arise out of harvest vagaries in subsistence agricul¬ 
ture. If they seem so, it may well be because in the former case the 
persons most affected are more likely to survive to make their protest. 

Such effects as sugar production had upon the life of Indonesia were 
bound to be considerable because of the magnitude of the industry. In 
the nineteenth century it was by far the most important export crop, 
and at the time when the maximum output was reached—just before 
1929—nearly 200,000 hectares of sugar were planted every year. This 

1 Boeke, Economics and Economic Policy , p. 92. 

a ibid., p. 94; also, J. van Gclderen, ‘Western Enterprises and the Density of 
Population in the N.I.\ and G. H. van der Kolff, ‘European Influence on Native 
Agriculture*, in B. Schrieke (ed.). The Effect of Western Influence on Native 
Civilisations in the Malay Archipelago , pp. 99 10 J and 123-4. 
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meant that three times that area was under cane periodically, or about 
a fifth of Java’s flooded fields. Moreover, the cultivation of the cane 
was strongly localised, and in some villages of East Java 70 per cent 
of the land was from time to time under this crop. During the twenties 
about a million Javanese worked for the industry during the ‘campaign’ 
(i.e. the harvest season from May to October when the factories were 
working to capacity as the cane came in from the fields), while some 
60,000 persons were permanently employed. 1 

Although throughout the modern era the relationship of Western 
sugar-growing enterprise to the village economy underwent compara¬ 
tively few changes, the character of the Western enterprise itself was 
transformed on several occasions. The age of the cultuurstelsel , which 
had replaced early forms of private enterprise, was followed by the age 
of the individual proprietors, usually men of great wealth and powerful 
local influence. Under their hands, and with the help of credit readily 
provided by the eultuurbemken, the industry greatly expanded its capacity 
and Western entrepreneurs enjoyed unexampled prosperity. This period 
came to an end with the collapse of sugar prices during the Great 
Depression of the eighties. An adverse secular influence and a fortuitous 
disaster came to reinforce the effects of cyclical depression. European 
farmers, damaged by the competition of North American wheat, were 
in this period turning to sugar-beet cultivation, and in many countries 
the new industry was protected by high tariffs. At the same time there 
was an outbreak of cane disease in the East Indies. Both the individual 
planters and the cultuurbanken that financed them suffered heavy losses 
in consequence. 2 

The crisis of the eighties brought about a marked change in the 
typical undertaking. As we have seen, sugar production required large 
capital resources, for it was a labour-intensive crop with a long period 
of growth, and it was dependent for its processing upon fixed capital 
that could be used to capacity only for a short period in each year. 
When the industry encountered serious difficulties which could be over¬ 
come only by heavy investment in research and in technical improve¬ 
ments, the older form of organisation, weakened by the depression, 
could not furnish the resources needed. Proprietary concerns were 
transformed into limited companies and some of these became linked 
to great financial houses in the Netherlands. Salaried employees re¬ 
placed the owner-managers, and new technical and managerial methods 
were introduced. 3 The financial changes in the industry’s structure were 
accompanied by co-operation among the firms for the solution of their 
common problems. For example, before the end of the century, two 

1 Boeke, Economics and Economic Policy , p. 94, and Fumivall, op. cit., p. 317. 

* E. Helfferich, Die Niederldndisch-Indischen Kulturbanken , pp. 40-2. 

3 Fumivall, op. cit., p. 198 
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research stations were set up; one of them specialised on agricultural 
problems and the other on chemical and mechanical problems. In 1907 
these stations were brought under a common administration, and in 
1924 the whole of the work was concentrated at Pasuruan. 1 The 
industry also established, in 1894, a trade association, the Algemeen 
Syndikaat van Suikerfabrikanten in Indonesie (A.S.S.I.), which was 
later recognised by the government as the advisory body represen¬ 
tative of the sugar industry. During the First World War the sugar 
producers were drawn closer together by the appearance of new prob¬ 
lems that affected them all When the shortage of shipping space 
limited the export of sugar, the firms formed a joint selling organisation, 
the Vereenigde Java Suiker Producenten (V.J.S.P.), which controlled 
about nine-tenths of the Javanese output. 2 Other associations were 
formed for dealing jointly with the workers and for promoting the 
interests of the industry in the Netherlands. 

The new methods of organisation were accompanied by many tech¬ 
nical improvements. There was a greatly extended use of fertilisers and 
of new types of machinery. Productivity soon responded. The yield 
per hectare doubled during the last quarter of the nineteenth century, 
and between 1885 and 1900 the output rose from 380,000 metric tons 
to 744,000 metric tons. 3 The next outstanding achievement came from 
the research stations. In 1924 a new variety of cane (POJ 2878) was 
discovered, and this soon brought about a steep rise in the yield. The 
total output of Javanese sugar, which amounted to 1,348,000 metric 
tons in 1915 and 2,261,000 in 1925, increased to 2,913,000 in 1929. In 
that year the capital invested in the industry was estimated to be 
794 million florins; nearly all of this was Dutch. About 180 factories 
were then in operation, and these were responsible for the cultivation 
of almost all the cane which they milled. 4 Only 0-3 per cent of their 
intake was bought from the native population among whom indepen¬ 
dent production was not encouraged. 5 

The typical sugar-producing unit was systematically administered. 
Thus, in the hey-day of the trade (the 1920s) a representative factory 
with 800-1,100 hectares planted with cane had a European staff of 
from eighteen to twenty-two men. These included a manager and his 
assistants, a controller of planting, field superintendents, chemists and 
engineers. The industry as a whole at that time found employment for 
about 3,600 Europeans. 6 

The coming of the World Depression marked another turning-point 
in the history of the industry. Beet sugar-growing in Europe had 
received increased subsidies and protection after the First World War, 

1 Tichelaar, op. cit., p. 52. 2 ibid., p. 56. 

3 Fumivall, op. cit., p. 200. 4 ibid., pp. 311, 316-17. 

* Tichelaar, op. cit., p. 80. 6 ibid., p. 50. 
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both for strategic reasons and also because of the large employment 
per acre which it afforded. At the same time technical advances had 
led to increased productivity and to greatly enlarged supplies of cane 
sugar. When the depression came, the importing countries hastened to 
introduce measures to safeguard their high-cost producers against the 
competition of the cheap sugar of the exporting countries. Java was 
especially vulnerable, for the small size of its metropolitan market 
meant that it depended on unhampered international trade. When 
India, China and Japan, formerly large buyers of Javanese sugar, cut 
down their imports by regulation , the industry was powerless to find 
alternative markets. Consequently , it welcomed the Chadbourne 
Scheme, which, by agreement among the producers, allotted to each 
country an export quota and at the same time provided for a reduction 
in the acreage under sugar. The Netherlands East Indies Government 
supported these private cartel arrangements by setting an upper limit 
to the volume of exports from Java, and in 1932 the V.J.S.P. (the 
industry’s joint selling association) was replaced by N.I.V.A.S., 1 with 
the same functions but with compulsory powers and an inclusive 
membership. The effect of the depression and of these restrictive 
measures was to reduce the area under sugar from 200,000 hectares 
(with an output of nearly 3 million tons) in 1929 to 34,000 hectares 
(with an output of 550,000 tons) in 1933. The number of factories in 
operation fell from 179 to 45. The trend towards concentration was 
accentuated, and the number of proprietary concerns declined still 
further. 2 

The Chadbourne Scheme did not include the British Empire, the 
United States, Japan and the Soviet Union, and it failed to achieve all 
the results hoped for by its promoters. In 1937 a conference of govern¬ 
ment representatives, including those from nearly all sugar-producing 
countries, set up an International Sugar Council to allocate export 
quotas. From that time onwards the fortunes of the industry improved; 
but this was attributable to stockpiling caused by the threat of war 
rather than to the restrictionist measures. On the eve of the Japanese 
invasion, eighty-five factories were in operation in Java, and twenty- 
seven were in reserve. The output of the industry in 1940 was 1,600,000 
metric tons, 3 under three-fifths of the 1929 output. 4 

The Japanese occupation cut Java off from its overseas markets, and 
planting was curtailed. Some of the factories were destroyed during the 
war and others deteriorated through under-maintenance. After the war 
the struggle for Indonesian independence largely completed what the 

1 Nederlands-Indische Vereniging voor de Afzet van Suiker. 

2 Fumivall, op. cit., p. 436. 

* Central Bureau of Statistics, N.E.I., Statistical Pocket Book of Indonesia 1941 , 

p. 42. 4 League of Nations, Statistical Year Book 1931/32 , p. 101. 
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World Depression had begun. The ‘scorched earth’ policy of the 
nationalists led to the destruction of a large number of mills. In 
the district round Jogjakarta, the centre of Indonesian resistance, all 
the mills were demolished, and for years afterwards the villagers used 
the debris for house-building. With the granting of independence, it 
became possible to consider rehabilitation; but there were many 
obstacles in the way. The former European owners of the mills were 
unwilling to provide fresh capital. I ndeed, some of the Dutch companies 
formerly engaged in the Indonesian sugar industry came to the conclu¬ 
sion that Java was a bad risk and began to develop their production 
elsewhere, for example, in Ethiopia. It was, therefore, left to the 
official Bank Negara Industri to finance the reconstruction, and in 1952 
it was estimated that this bank controlled about 30 per cent of the whole 
industry. It seems, indeed, that the planting policy of the companies 
had come to depend largely on the advances which the banks were 
prepared to provide. 

These financial difficulties were not the only obstacles to recon¬ 
struction; they were, in fact, but the symptoms of a more deep-seated 
malaise. The failure of the new government to preserve law and order 
was the most serious deterrent to investment and enterprise. Further, 
the nationalist movement coincided, as elsewhere in the Far East, with 
a social upheaval. Before 1939 the sugar industry had not suffered from 
labour troubles, except for a brief period subsequent to the First World 
War. After 1945, however, the workers organised themselves into trade 
unions, and these came under Communist control. Strikes were frequent 
and were often timed to coincide with the ‘campaign’ season when they 
were liable to be particularly damaging to production Even these 
interruptions, however, were less disastrous than the general deteriora¬ 
tion in discipline and the decline in labour efficiency. For example, 
careless pulling of the cane, which left the stalks in the ground, lowered 
output per acre because the stalk has a very high sugar content. For 
reasons such as these the average output per hectare fell from 170 
quintals in 1941 to 120 in 1952. In the mills similar troubles were 
encountered. A far larger number of men were required to overhaul 
the machines during the slack season than had been so engaged before 
the war. The quality of the staff as well as of the workers deteriorated. 
This was mainly because of the reluctance of Europeans to accept service 
in the new conditions and the difficulty of finding Indonesians who were 
properly trained for the work. Although A.S.S.I. ran a training course 
at Pasuruan for Indonesian technicians, there were few suitable recruits. 

The confidence of the sugar producers in the future of their industry 
was not strengthened by the attitude of the government which favoured 
the replacement of the older system by peasant cultivation. The factory- 
owning firms were not ill-disposed to such a policy in principle, since, if 
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it were successful, it would remove from them the onerous responsi¬ 
bilities of finding the working capital needed during the period of 
growth . But in practice, as might be supposed, the peasants have 
experienced even greater difficulty in finding capital than the factory 
owners, and they have often been forced to resort to money-lenders. 
In one district Arab merchants have provided credit. Peasant cultiva¬ 
tors have also discovered that their technical knowledge is inferior to 
that of the larger producers, and they have appealed to the factories for 
the loan of the services of experienced cultivators. It is probable that 
many years will pass before the peasant cultivation of sugar becomes 
firmly established. 

The consequence of war-time destruction and post-war disorder was 
a steep rise in costs. Java not merely lost her former position as a cheap 
producer for export, but for many years after the war the price of 
sugar on the home market stood well above the world level. Output 
remained small. Even by 1952 only fifty mills were in operation and 
these had a production of about 460,000 tons, less than a third of the 
1938 output. 1 This was hardly more than was needed for home con¬ 
sumption, and the quantity of this once major export commodity 
available for sale abroad was negligible—at least until the middle of 
1953. 2 Over much of Java, especially in the eastern and central regions, 
the decline of the sugar industry forced villagers who previously 
obtained most of their money income from that source to turn over 
their land to the cultivation of rice and cassava for their own consump¬ 
tion. This return to subsistence agriculture meant that the tendencies 
of previous centuries of development were, for a time at any rate, 
reversed. Thus, the advantages of specialisation that international 
trade made possible were lost and incomes declined. This is typical of 
post-war Indonesia. According to official estimates, real income per 
head was substantially lower in 1952 than in 1938. 3 

A survey of Western enterprise in this industry brings out the diver¬ 
sity of forms which it assumed in different periods of its history. In 
each period development was associated with a particular method of 
organisation which gave place to a new form when the old had served 
its turn and had lost innovating force. First, the Westerners confined 
themselves to merchanting and were dependent upon Chinese inter¬ 
mediaries for their supplies. There followed a brief era during which 
Westerners began to participate in production. Then, when it was seen 
that private entrepreneurial initiative had exhausted itself, the State 

1 U.N.E.C.A.F.E., Economic Survey , 1954, p. 186. From 1953 onwards some 
recovery occurred. 

2 ibid., p. 213; ibid., 1955, p. 225. In 1938 the monthly average sugar export was 
89,300 metric tons; in 1952 it was 100 metric tons, in 1953, 7,800 metric tons, and in 
1954, 17,700 metric tons. 

3 Economics and Finance in Indonesia, June 1954, p. 350. 
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stepped in and introduced the cultuurstelsel . When this impetus was 
spent, the private entrepreneur of the classical type carried development 
further. When he was weakened by harsh circumstances, he handed 
on much of the industry to large companies in which ownership was 
divorced from control. These, in turn, when adverse conditions came, 
abandoned competition and reverted to monopolistic forms of organisa¬ 
tion, at any rate on the selling side of the industry. Finally, after 1949, 
the Westerners were faced with the problem of operating their under¬ 
takings under a national instead of a colonial government and in a social 
environment discouraging to their enterprise. Whether the industry 
will again move forward under a new system of organisation and with 
new men in charge is a question to which it is tempting to return 
a negative reply. It is, however, more interesting to attempt to glean 
the lessons of the past than to speculate about the doubtful future 
on the evidence of contemporary trends, and the history of the sugar 
industry of Indonesia prompts certain reflections upon organisation and 
development in general. Thus, since both private enterprise and State 
planning made their useful contributions to development, and since 
both had their periods of success and failure, it would seem that in 
this industry economic progress was compatible with widely diverse 
economic systems. This suggests that economic progress may be 
achieved by many different paths and that, in the course of the journey, 
time and circumstance may bring again to favour those formerly 
rejected. But even if no general rule linking economic progress with 
particular institutional forms can be adumbrated, it may be just to 
conclude that what is essential is the readiness to change those forms 
when they have exhausted their usefulness. A willingness to abandon 
established positions when the time comes for a further advance, a 
boldness in experimenting with new forms of economic organisation 
when progress falters, these are the qualities of a dynamic society. 
Indonesia under Dutch rule can claim to have possessed them. 
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CHAPTER V 


SOME INDONESIAN PLANTATIONS 

COFFEE, CINCHONA, TOBACCO AND TEA 
1. Coffee 

coffee was one of the chief products introduced by the Dutch into 
East Indian agriculture, and the survival of its cultivation for several 
centuries, in spite of many vicissitudes, is largely attributable to the 
fact that the industry was able to draw on the technical knowledge and 
enterprise of the West. During the nineteenth century, coffee was a 
major export crop, and up to the last decade of the century the value of 
coffee exports was even greater than that of sugar exports. Although 
there was a decline in the twentieth century, the trade continued to be 
of substantial importance up to the outbreak of the Second World War. 

The Dutch introduced the caffea arabica into Java at the end of the 
seventeenth century, and the natives quickly took up the cultivation of 
what proved to be a remunerative product. In the nineteenth century 
coffee was one of the most important crops to which the cultuurstelsel 
was applied, and it came to be known as the successartikel of the 
system. 1 Since the beans, unlike sugar cane, required comparatively 
little preparation before export, the government was not obliged to 
employ contractors to deal with the cultivators, and the organisation 
of the industry therefore remained simple. The cultuurstelsel in this 
industry was soon extended beyond Java; for example, from 1847 
onwards the chieftains in parts of Sumatra were compelled to supply 
the government annually with fixed quantities of the commodity. 2 
Coffee cultivation was also introduced into the Celebes and there the 
government had a monopoly of its export. In Java the coffee was never 
grown exclusively for government account. In 1830 it was produced 
on the P. and T. Lands, 3 and even at the time when the cultuurstelsel 
was the normal system for the production of export crops, coffee was 
grown by private concerns either on land leased from the government 
or on estates in the princely territories. In 1870 exports of estate-grown 
coffee amounted to 13 million florins compared with 31 million florins 
of exports on government account. 4 

The cultuurstelsel survived in coffee production after all other crops 
had been completely transferred to private enterprise, and it was not 
until 1915 that it was finally abandoned. Long before this, however, 

1 Mansvelt, op. cit ., vol. n, p. 10. * Mansvelt, ibid., p. 63. 

3 Daukes, op. cit., p. 13. 4 Fumivall, op. cit., p. 169. 
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private enterprise had become responsible for most of the coffee grown 
in Java, and from the middle eighties the greater part of the exports 
came from the private estates or from native growers who sold their 
produce to Western merchants and the plantation companies. The 
capacity of private enterprise to grapple with adverse circumstances 
was severely tested during the period in which it was assuming the 
mantle of responsibility. In 1878 a coffee-plant disease which had 
already ravaged the estates of Ceylon appeared in Java. About the 
same time new supplies of coffee, especially from South America, began 
to enter the market. The result was that the world price of the product 
was almost halved between 1877 and 1883. The planters tried with some 
success to deal with the problem of coffee disease by introducing new 
varieties of plants. After several experiments a type from the Congo, 
caffea robusta , was found to be resistant to the disease, and to a 
considerable extent replaced the previously grown varieties. 

The fall in price encouraged the substitution of other crops for coffee 
on the estates, and in the early years of the present century rubber and 
tea came to be grown on much land hitherto used for coffee. This 
occurred, for example, on the P. and T. Lands, 1 on the Bandoeroto 
Estate in Java, 2 and on the plantations owned by de Molukse Handels- 
vereniging in Celebes. On this, as on many other occasions, adapta¬ 
bility proved to be the first condition of success in tropical agricultural 
enterprise. But the actual process of adaptation was often highly 
complicated, for there were several alternative crops and a good deal 
of the land available was variously suited to each of them. Conse¬ 
quently, a change in relative prices was likely to have different effects 
in the several regions and to produce a diverse response from the 
planters. Thus, while the low price of coffee led at this time to a 
diversion of coffee lands, especially in Java, to rubber and tea, the low 
price of tobacco in the Deli region of Sumatra caused the development 
of coffee-growing there. 

Although the estate cultivation of coffee declined during the first 
thirty years of the present century, the native farmers still found it a 
profitable crop. The result was that a much increased share of the 
industry passed into native hands, and in 1929 native-grown coffee 
accounted for more than half of the total output and for nearly three- 
quarters of the exports. 3 The rise in native cultivation and exports was 
associated in some degree with the growth in the importance of the 
Outer Provinces as sources of supply. Up to 1920, coffee exports from 
Java were far in excess of those from the Outer Provinces; by 1930 the 
latter were exporting twice as much as Java. 4 

The lessening interest of the estates in coffee cultivation did not mean 

1 Daukes, op. cit ., pp. 41,44. 2 J. H. Boeke, Evolution of the N.I. Economy , p. 16. 

3 ibid., pp. 23, 68. 4 Fumivall, op. cit. f p. 337. 
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a withdrawal of Westerners from the industry so much as a change in 
the character of their enterprise. Western merchants continued to 
handle the produce of the native growers, and in some instances they 
participated in the organisation of native production. For instance, 
Western merchants did much to develop native coffee-growing in the 
Torojo district of Central Celebes, where a bean with a high caffein 
content much in demand in Germany and Scandinavia was produced. 
The merchants from Macassar went up-country to buy supplies through 
the intermediary of Chinese dealers. 

During the fifty years before 1929 the volume of exports and the level 
of prices fluctuated widely from year to year. Then the World Depres¬ 
sion led to a steep decline in prices and to a reversal of the tendency 
for the share of peasant-grown coffee to increase. 1 After 1936 there 
was a period of recovery which lasted until the outbreak of the European 
war when prices fell even lower than during the depression. As with 
other primary products during the thirties, the volume of output and 
of export was not affected to the same extent as prices or the incomes 
of the producers. The fall in incomes and prices, however, led to 
government intervention in the industry. The Netherlands Government 
imposed a levy on all coffee imports into the metropolitan country, and 
used the revenue (the Coffee Fund) to pay export premiums on East 
Indian coffee, to assist the coffee growers’ research and to improve 
peasant cultivation. When the Second World War broke out and 
demand declined, the Coffee Fund organisation was converted into a 
central purchasing and sales agency with monopolistic powers. 2 During 
the Japanese occupation much coffee was uprooted to make room for 
food crops, and after the war output was further affected by the difficul¬ 
ties that beset all forms of agricultural production. Even in 1953, after 
partial recovery from the very low levels of the post-war years had 
occurred, output amounted to only 62,000 metric tons compared with 
a 1934-8 average of 124,000 metric tons. 3 As with most Indonesian 
products exports had fallen more than output. 4 This was partly because 
of increased demand in Java itself, but mainly through the handicaps 
imposed by the new regime on the Western exporter. This applied 
particularly to trade with the Outer Provinces. For example, the lack 
of security seriously disturbed the trade which Westerners and Chinese 
conducted in Torojo coffee. 

2. Cinchona 

Before the Dutch concerned themselves with the production of 
cinchona bark, the raw material for quinine manufacture, supplies 

1 Boeke, Evolution , p. 23. 2 ibid., pp. 69-71. 

3 U.N.E.C.A.F.E., Economic Survey of Asia and the Far East 1954 , p. 187. 

4 Java Bank, Report for 1950-51, p. 101. 
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came from the forests of the Andes . By the middle of the nineteenth 
century these sources of supply were approaching extinction and others 
were being investigated. In 1852 the N.E.I. Government on being urged 
by Dutch botanists and horticulturists to experiment with cinchona 
cultivation in Java, dispatched a member of the Buitenzorg Botanical 
Gardens to South America to collect seedlings. Two years later, when 
the expedition returned with specimens, a government plantation was 
established. 1 As the cultuurstelsel was at that time becoming dis¬ 
credited, the plantation was staffed from the first with free, paid labour. 

As with most pioneering ventures in tropical agriculture, the initial 
results were discouraging; in particular, the low quinine content of the 
bark threatened the financial success of the undertaking. But the 
governments of the Netherlands and of the Netherlands East Indies 
were quick to act upon suggestions for improvement. When Charles 
Ledger, a British resident in Peru, offered a new variety of cinchona 
seed to the British Government, he was met with a refusal; but the 
Dutch Government, to which he then offered the seeds, readily accepted 
them and sent them to Java, to the immense benefit of the new 
industry. 2 This cinchona ledgeriana had a higher quinine content than 
the former varieties, and careful breeding from the strain at the govern¬ 
ment’s cinchona plantation produced a bark that contained three or 
four times as much quinine sulphate. 3 

Since the cinchona-tree is not ready to yield its bark until it is at 
least fifteen years old, a considerable risk was involved in the early 
plantations, and many years elapsed before the results of the govern¬ 
ment’s venture could be appraised. By the early seventies, however, 
private estate owners were taking up the production, and by 1879 the 
P. and T. Lands, planted with 154,000 trees, began to yield a revenue. 4 
In the Preanger district also large plantings were made. The long 
interval between planting and yield meant that a heavy capital invest¬ 
ment was required. For this reason the industry remained almost 
entirely in the hands of substantial firms. Moreover, new problems of 
cultivation were continually arising, and their solution often demanded 
costly experiments. A most serious obstacle to the extension of the 
industry was encountered when the time for replanting arrived, for it 
was then discovered that the cinchona ledgeriana would not grow twice 
on the same ground. As by that time most of the suitable land had been 
taken up, the very survival of the industry was threatened. In this crisis 
the circumstances in which a solution was found afford an illustration 
of the stimulus provided by intercourse between a metropolitan Power 
and its colonial dependency. A Dutch nurseryman, while visiting Java, 
suggested that the cinchona ledgeriana should be grafted on to the stem 

1 N. Taylor, Cinchona in Java, p. 37. 2 ibid 1, pp. 46-7. 

a ibid., p. 52. 4 Daukes, op. c/7., p. 26. 
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of one of the older , low-yielding varieties {cinchona succirubra). This 
suggestion saved the industry.* 

Through their alertness in adopting improvements of this kind as well 
as through the systematic research conducted on the government estate, 
the planters succeeded in enlarging their industry and in grappling after 
1890 with a long period of low prices during which many of their less 
enterprising competitors in India ceased production. By the early years 
of the twentieth century, Java had gained almost a complete monopoly 
of cinchona production. This it owed primarily to the application of 
scientific methods and to the effective co-operation of the government 
with private firms. 2 

The fall in prices during the nineties came about mainly through the 
increase in supply; but the creation of monopsony among the customers 
was a contributory cause. In 1892 the German and Dutch quinine 
manufacturers formed a cartel which, while maintaining high prices for 
the finished products, drove hard bargains with the suppliers of the raw 
material. The response of the planters was to set up an association 
which, in 1913, came to an agreement with the quinine manufacturers. 
The latter guaranteed to buy stipulated quantities of bark at an agreed 
minimum price for five years, while the planters for their part undertook 
not to sell to outsiders. The Kina Bureau of Amsterdam was founded 
to administer these arrangements which, with some modifications, 
continued up to the outbreak of the Second World War. 3 

As commonly happens, the formation of a cartel among the customers 
led to forward integration among the suppliers. In 1898, with en¬ 
couragement from the government, the planters set up their own 
quinine factory at Bandung. 4 This factory gradually absorbed an 
increasing share of quinine production. 5 

Under the stimulus of guaranteed prices the planters expanded their 
production; between 1913 and 1933 the area under cultivation increased 
by 50 per cent. 6 For some of this increase, planters who were not parties 
to the cartel arrangement were responsible. Moreover, among the new¬ 
comers to this industry there were a considerable number of peasants. 
These had been encouraged to produce cinchona-trees by Japanese 
merchants who marketed the bark and often provided the cultivators 
with advances of working capital. 7 Restriction by producers prevented 
the heavy fall in price which affected other primary products during the 

1 Taylor, op. c/7., p. 64. 

2 B. F. Howard, Some Notes on the Cinchona Industry , p. 13. 

3 J. van Gelderen, op. c/7., pp. 43-4, and Boeke, Evolution of the NJ. Economy , 
pp. 65-7. 

4 Taylor, op. c/7., p. 74. 

6 'Cinchona Bark and Quinine', in Economic Review of Indonesia, October- 
December 1948, p. 146. 

6 Boeke, Evolution of the N.I. Economy , p. 65. 
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depression. Whereas in 1929 exports of 10-3 million kilograms of bark 
sold for 10 million florins , the 6-5 million kilograms exported in 1933 
fetched 6 million florins. 1 However, while prices remained steady, 
stocks piled up. In the latter year the estates and the factories at 
Bandung and in the Netherlands had a stock equivalent to two years’ 
consumption. 2 

At this point the planters petitioned the government to regulate 
production, and the government was the more ready to accede to this 
request as it was itself the owner of one of the largest plantations. From 
1934 the industry was under official supervision. A maximum of exports 
was fixed annually, new planting was forbidden, and replanting was 
subject to official consent. No restriction was applied to native planta¬ 
tions of less than 10,000 trees, and when the scheme was revised in 1937, 
the controls were entirely lifted from the native producers. At that time, 
however, their output accounted for only about 1 -5 per cent of the total. 3 
The control of exports and planting by the Netherlands East Indies 
Government was supplemented by the activities of the Kina Bureau in 
Amsterdam, which was responsible for price and sales policy. Prices 
rose during the later thirties and on the eve of the Second World War 
they were substantially higher than in 1929. 4 

The exercise of monopoly powers in regard to a pharmaceutical 
product of such importance as quinine exposed both the producers and 
the government that supported them to much adverse criticism. The 
liability of prices to wide fluctuations and the difficulty of making 
downward adjustments in production because of the long period 
between planting and harvesting were mentioned in justification. On 
the other hand, the offer by the Kina Bureau to supply 500,000 kilo¬ 
grams of quinine at half price on condition that this was not sold on the 
open market 5 merely underlined the contention that the prices then paid 
by consumers of quinine were much higher than would have been 
necessary to secure adequate supplies under competitive conditions. 
Nevertheless, it is difficult to sustain a charge of exploitation in regard 
to prices paid for primary products during the 1930s. In the end the 
monopoly was to be destroyed by the coming of synthetics, and this was 
due to the interruption of supplies during the war rather than to 
monopolistic pricing. 

Ironically enough, cinchona bark, which the post-war world was to 
require in much diminished quantities, was one of the few Indonesian 
export industries which maintained its capacity during the war. This 
was because the Japanese needed the production and therefore looked 
after the estates. The Western world, however, being cut off from 
Indonesian supplies during the war, made efforts to obtain cinchona 

1 Boeke, Evolution , p. 40. 2 ibid., p. 65. 3 ibid., pp. 65-7. 

4 ibid., p. 40. 6 ibid., p. 65. 
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from other sources and also to discover synthetic substitutes. Conse¬ 
quently, when Indonesia was again ready to supply the world markets, 
she found that the demand for her products had been greatly reduced, 
especially by the introduction of paludrin and other synthetics. In 1952 
the cinchona output was considerably below the pre-war figure. 
Although the Bandung factory continued to operate, it was at a much 
reduced level of output, and in the middle fifties the prospects for the 
cinchona industry remained bleak. No doubt, if political conditions 
are favourable, the estates will show their adaptability, as they have 
done in previous periods of depression or decline, by changing over to 
other crops. But this will require new investment, and whatever the 
ultimate fate of the cinchona estates, the history of this industry 
provides yet another demonstration of the high risks that have attended 
tropical agricultural enterprise. 

3. Tobacco 

The form of Western enterprise and the relations of Western firms 
with native cultivators varied according to the technical and commercial 
characteristics of each crop as well as to the political constitution of the 
several regions. The presence of special features in each type of produc¬ 
tion meant that while certain broad changes in organisation during the 
modern era were common to Indonesian agriculture as a whole, the 
course followed was by no means precisely identical in all branches of 
cultivation. In the case of tobacco, the form of the organisation was 
determined on the demand side by the wide variety of special types 
required for Western markets and by the skill needed in the preparatory 
processes, and on the supply side by the fact that tobacco could be 
grown successfully only in narrowly limited areas and by the necessity 
for rotating the crops with others or for keeping tobacco land fallow 
for several years between crops. For these reasons the production of 
tobacco for export could not be left in the uninstructed hands of the 
native cultivators. Indeed, the crop had to be grown either as part of 
a diversified agricultural production or on plantations owned by firms 
with large resources of land and capital. In Java, where the type of 
tobacco grown differed greatly from that cultivated in Sumatra, the 
conditions for effective cultivation were in many respects similar to 
those in the sugar-growing industry, and during the period of the 
cultuurstelsel the organisation of the two industries was almost identical. 
But since tobacco was a less important crop than sugar, the authorities 
did not insist upon completely monopolising its supply, and private 
firms consequently had a substantial share in the industry even in the 
hey-day of the ‘system*. Later the methods of organisation diverged, 
partly because of the earlier abandonment of the cultuurstelsel in 
tobacco, and partly because during the last quarter of the nineteenth 
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century the major developments in tobacco-growing occurred in the 
Outer Provinces rather than in Java. 

Under the cultuurstelsel the government used contractors to obtain 
supplies of tobacco from the village cultivators as it did for sugar; but 
after 1866, when these contracts ceased to be made, the industry passed 
entirely to private enterprise. Some of the firms which now assumed 
the role hitherto performed by the State became heirs to the agreements 
that formerly existed between the village elders and the government 
for the supply of the commodity. Other firms organised the pro¬ 
duction of tobacco on land obtained on concession in the native 
States. 1 

The methods of cultivation and the relations with the native growers 
differed in detail from one part of Java to another. In East Java, the 
most important centre up to the eighties, the relationship between the 
two parties was rather a subtle one. The planter leased land for tobacco 
cultivation from the villages, paid the land tax, supplied the seedlings 
to the natives who contracted to supply the produce, and finally 
purchased the crop. In contrast to the practice in sugar cultivation, 
where the land passed during the period of cultivation out of the hands 
of the villagers and was tilled with hired labour, in tobacco cultivation 
the farmers or native contractors arranged to deliver the crop to the 
planter and to work under his guidance. Risk was thus shared between 
the Western firm and the native cultivator. This system took shape 
gradually. Its ultimate form can be regarded as a result of the impact 
of the technical requirements of tobacco-growing on the social and 
political arrangements of the period. Thus, at first the Western planters 
concerned themselves solely with the preparation and marketing of the 
produce delivered to them. But the necessity for ensuring that the 
tobacco should be of good and uniform quality impelled the planters 
to take an ever-increasing interest in the actual process of cultivation. 
The methods of husbandry were prescribed and the crop while in the 
fields was frequently inspected by the representatives of the Western 
firm. 2 

The experience of a leading planter, George Birnie, who began 
tobacco planting in East Java in 1859, illustrates the development of 
this relationship. At the outset Birnie’s business was simply that of 
buying produce from the peasants. Then, in order to obtain sufficient 
quantities of good-quality tobacco, he undertook irrigation works on 
the fields where it was grown. His next step was to enter into five-year 
contracts for the lease of land and its planting. Tobacco so grown came 
to be known as ‘sealed tobacco’ in contrast to ‘the tobacco of a freeman’ 
which some of the peasants grew for sale to the Western firms without 

1 Mansvelt, op. c//., vol. n, pp. 11-12. 

2 Boeke, Economics , p. 213. 
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contractual obligations. Birnie’s business became very large. By the 
early years of the present century he employed a European staff of 60 
in addition to 500 Indonesian mandoers who supervised the 35,000 
peasants under contract with him. The firm owned and operated much 
equipment for preparing the crop for the market. 1 This type of enter¬ 
prise became typical of tobacco-growing in Java during the later decades 
of the nineteenth century. Some tobacco continued to be grown by 
peasants outside the contract system; but the native farmer, if un¬ 
assisted by the experience and resources of a Western firm, was at a 
considerable disadvantage in producing tobacco for the export market, 
although he might succeed well enough with the tobacco for local 
consumption. 

In Java private enterprise was the successor of public enterprise; but 
in the Outer Provinces it was a pioneer in a massive development. This 
began when Jacob Nicnhuys, after unsuccessful experiences in the 
tobacco industry of Java, turned to East Sumatra where natives were 
already producing the crop. He soon recognised the remarkable quality 
of Deli tobacco for use as a cigar wrapper, and his first shipments to 
Amsterdam in the early sixties were highly approved by the Dutch cigar 
industry. Nienhuys and his backers in the Netherlands, however, had 
differences over policy. Nienhuys wished to obtain supplies by purchase 
from local Chinese cultivators, whereas his backers were in favour of 
direct cultivation. Ultimately he secured the interest of the N.H.M., 
and in 1869 it provided half the capital for a new company, the Deli 
Mij., 2 which was launched by Nienhuys himself, P. W. Janssen, an 
Amsterdam grain merchant, and G. C. Clemen, a tobacco dealer. 3 This 
was the beginning of a new period of expansion. Early in its career, 
the new company enlisted the services of Jacob Cremer, previously 
employed by the N.H.M. 4 Cremer proved to be a man of excep¬ 
tional gifts as a business administrator, and much of the company’s 
subsequent success can be attributed to his wise leadership. The 
methods of organisation which he introduced came to be the model 
for other companies established to grow tobacco in the region. Early 
in the next century they won the admiration of Arthur Lampard, of 
Harrisons and Crosfield, himself an entrepreneur of exceptional 
talent. 5 

The cultivation of Deli wrapper leaf made exacting demands upon 
organising capacity, for the process was complex and risky. It was 
found that quality could be maintained only if the cropping of any 
piece of land were restricted to one year in eight, and if the land were 
allowed to lie fallow for the other seven years. The planters, therefore, 

1 ibid., pp. 212-14. 2 Mansvelt, op. cit., vol. n, p. 369. 

8 W. Brandt, De Aarde van Deli , pp. 123-4. 4 ibid., p. 139. 

5 Harrisons and Crosfield, op. cit., p. 24. 
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required a large area for their operations, and this land they obtained 
from the Sultan of Deli on concessions which in effect transferred 
sovereign rights over the territory and its population to the conces- 
sionnaires. The cultivation and preparation of the crop for market called 
for elaborate processes and the employment of a large labour force. 
The ground had to be ploughed several times, before the crop was sown, 
and as the plants were liable to attack from pests and diseases, numerous 
workers had to be employed in the application of effective counter¬ 
measures, such as picking off the caterpillars. Further, the harvesting 
of the crop was an extremely tedious process; only two leaves were 
taken from a plant at each plucking , and this took place every few days. 
After plucking, the leaves had to be strung individually between bamboo 
poles in the fields for curing. The subsequent operations of fermenting, 
drying and sorting also employed much labour, and for some of them 
considerable skill was required. 

The tobacco companies had to make their own arrangements for 
securing their workers, since a local labour supply did not exist. At 
first the Deli Planters’ Association, founded on Cremer’s initiative, 
brought indentured Chinese labourers from Penang and Singapore and, 
later on, from South China. The far-reaching powers of the employers 
over their indentured labourers led to serious abuses, which, owing to 
the weakness of government control on the east coast of Sumatra at 
that time, went unchecked for many years. In 1902 the matter was 
raised in the Dutch Parliament and secured considerable publicity. As 
a result official supervision was introduced. 1 In the early years of the 
twentieth century the Chinese gradually gave place to Javanese 
labourers. Many of these came in under indentures; but in 1909 the 
Deli Mij. began to establish kampongs of free Javanese workers on its 
estates, and from 1919 a systematic colonisation of the area with 
Javanese was undertaken. 2 

Not all the companies established in East Sumatra were as successful 
as the Deli Mij. The industry proved to be extremely hazardous and 
many firms came to grief in the course of discovering that only a small 
area in Deli provided the favourable combination of soil and climatic 
conditions needed for the production of wrapper leaf. At one time 
more than a hundred tobacco companies were operating in the region; 
but failures and amalgamations steadily reduced their number until 
there were only four survivors. Although tobacco-growing has remained 
until the present time the chief function of these great companies, in the 
inter-war period the scope of their activities was extended. For instance, 
the Deli Mij. opened rubber and oil-palm estates, and acquired interests 
in companies with sisal, tea and coffee plantations, as well as in the 
1 Fumivall, op. cit pp. 353-4. 

a N.V. Deli Mij., Gedenkschrift bij Gelegenheid van het Zestigjarig Bestaan , p. 38. 
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Nederlandse Rubber Unie, which was concerned with the purchase 
and milling of native-grown rubber. 1 

These large-scale tobacco undertakings were begun and developed 
in a primitive society on the fringes of European administration. The 
companies were, therefore, obliged to accept many responsibilities that 
were outside the scope of commercial agriculture. They had to provide 
public utilities for serving not merely the special purposes of the 
industry but also the needs of the community which that industry 
called into being. For example, the Deli Mij. took the initiative in 
constructing the Deli railway, harbours and waterworks. For a time 
it carried out the administrative functions of government in the terri¬ 
tories leased from the Sultan. It was, indeed, an empire builder as well 
as a great commercial and agricultural enterprise. 

During the 1920s the industry in Java was affected by the opening of 
large cigarette factories by foreign firms, including B.A.T. and Faroka. 
Although these factories drew much of their leaf from abroad, they tried 
to obtain part of their supplies locally. For this purpose they entered 
into contracts with the estates and with the peasantry, either directly or 
through agents, for the cultivation of tobacco under their supervision. 
The industry was profoundly changed by this new enterprise. Virginia 
tobacco-growing was introduced in response to a demand from B.A.T. 
Both companies infused fresh capital into the industry and sought to 
ensure supplies by concerning themselves intimately with the growing 
of the crop. In the chief tobacco regions they erected ‘leaf stations’ 
equipped with buying sheds, curing barns, and grading and packing 
sheds. A typical ‘leaf station’ which bought 500,000 lb. a year was 
staffed during the buying season with European managers, Chinese 
assistants and some hundreds of Indonesians. Through these stations 
the cigarette companies furnished the native growers with seed and 
fertilisers and occasionally with money advances. Normally tobacco 
grown by the estates on contract was cured according to instructions 
provided by the companies. Thus, the coming of cigarette manufacture 
not merely led to an enlargement of the Javanese tobacco-growing 
industry but also a deeper penetration of Western enterprise into the 
productive processes themselves. 

In addition to the tobacco grown for export or for manufacture into 
European-style cigarettes in Java, there was also an extensive production 
by peasants solely for native consumption. During the twentieth 
century this output grew substantially along with the demand for 
native-style cigarettes made in small Indonesian factories or domestic 
workshops. This trade was unaffected by European enterprise and the 
product was commercially quite distinct from that grown for Western 
markets. 

1 ibid., pp. 17-19. 
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The war and the post-war period dealt hardly with the industry. 
During the Japanese occupation much tobacco land was turned over 
to food crops. In Sumatra the influx of squatters created serious 
problems for the estates. It happened, moreover, that the leases of 
many of these estates expired during the post-war years, and the 
negotiations with the new government about their renewal were slow 
and often inconclusive. Since it was impossible to oust the squatters, 
the companies offered to surrender a considerable part of their lands 
—in fact, to recognise the squatters’ right of occupation. They were 
more easily persuaded to do this because of the steep decline in the 
demand for wrapper leaf in Europe. This decline was the chief cause 
of the fall in the output from 136,000 bales, the annual average of the 
years 1934 to 1938, 1 to 25,000 bales in 1952. 2 Difficulties on the 
demand side were matched by those in supply. Labour became scarce 
after the war and its efficiency declined, while the recruitment of 
European staff was impeded by the reluctance of the government to 
grant visas. 

In Java also the industry was slow to recover. Some of the tobacco¬ 
growing areas were among the main centres of political disturbance, 
and cultivation could not be resumed there. In other districts the rising 
cost of labour discouraged the renewal of contracts between the 
cigarette companies and the cultivators, and many of the ‘leaf stations* 
were transferred to Indonesian firms. But Western enterprise has tried 
to adapt itself to these unfavourable conditions. In order to obtain 
leaf supplies to compensate for the decline in Javanese production, and 
also to avoid imports of dollar tobacco, the cigarette companies have 
fostered cultivation in two new areas, namely the island of Madura 
and the Macassar district in South Celebes. 

4. Tea 

Tea as a major agricultural crop was a late-comer. It was introduced 
early in the nineteenth century, but about ninety years elapsed between 
the first experiments with its cultivation and its emergence as a substan¬ 
tial export industry. In the case of some crops, such as sugar and coffee, 
both government and private enterprise contributed to the development 
of their cultivation. In tea-growing there was certain government 
participation during its early days, but the results were disappointing, 
and it was to private enterprise that the industry owed its development. 
Tea remained essentially an estate crop, and even today the estates 
provide the greater part of the output and the native cultivators 
comparatively little. 

If the government failed to make a commercial success of tea 
1 Deli Planters Vereniging, Jaarverslag 1939 , p. 12. 

1 Information obtained at Medan. 
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cultivation, it could at any rate claim to have taken the first steps in estab¬ 
lishing the industry. In 1824 it sent a German, von Siebold, to Japan for 
the purpose of collecting plants for naturalisation in the Indies. Among 
his acquisitions were some tea seeds which were sown in the government 
gardens at Buitenzorg (Bogor) and Garut. A few years later Jacobson, 
a tea expert in the service of the N.H.M., carried tea seeds and plants 
from the South China tea districts to Java, and with them he brought 
some Chinese who were skilled in the processing and cultivation of tea. 
Jacobson was appointed Inspector of Government Tea Cultivation and 
conducted experiments in several places in Java. He built factories near 
the tea gardens and put his Chinese experts in charge. 1 The new 
industry, however, was a financial failure and the authorities decided 
to abandon direct State management and instead to make use of 
contractors as they were doing for sugar and other crops under the 
cultuurstelsel. The tea contractors were given advances to cover fixed 
and working capital, and for their part agreed to work the government 
estates and to deliver the produce to the government at fixed prices. 2 

At first the contractors sent their tea to the government’s central 
factory, where the leaf was processed before being shipped to Europe. 
But there were delays in transport from the plantations to the central 
factory, and these affected the quality of the tea and were expensive in 
other ways. The government then required the contractors to deliver 
fully processed tea. Yet, despite these adjustments in methods, the 
government’s undertaking continued to make losses and it was therefore 
persuaded to transfer the industry to private hands. In 1865 the 
cultuurstelsel was abandoned for this product, and the State plantations 
were leased to independent producers who sold their tea on the market. 3 

The planting of tea spread beyond the limits of these leased estates, 
but for many years expansion was slow, partly as a result of the out¬ 
break of rust disease, and partly through the competition of cinchona 
and coffee for land at suitably high elevations, as in the Preanger district. 
Indeed, the rapid extension of tea cultivation had to await the fall of 
cinchona and coffee prices during the last decade of the century. 4 This 
affords another illustration of the ready adaptability of East India 
estate agriculture to changes in the prices of various tropical products, 
an adaptability which was a primary condition of economic progress 
in the Indies. 

The Java tea planters had many obstacles to overcome before their 
product could command a large market. Up to the seventies their tea 
had a poor reputation, and it was necessary to enlist the services of 
men with experience in the cultivation and preparation of Indian tea. 
In 1877 some of the tea factories attached to the estates sent samples of 

1 Proefstation voor Thee, Gedenkboek der Nederlandsch-Indische Theecultuur 1824- 
1924, pp. 2-5. * ibid., p. 5. * ibid., pp. 7, 41. *ibid., pp. 7, 42. 
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their produce to the London tea brokers for examination and criticism. 
The brokers for their part sent back samples of good Indian tea to 
illustrate how the produce should be prepared. 1 About the same time 
a British business man named John Peet, the founder of the firm of that 
name, came to Java and provided the tea planters with the benefit of 
his extensive knowledge of tea cultivation in India and Ceylon . An 
early result was the procurement of Assam seed , and this variety of tea 
gradually superseded the China plant. 2 At the same time the more 
enterprising factories began tentatively to employ the mechanical 
methods of preparing tea such as were used in India and Ceylon. Yet 
for many years the Java industry remained technically backward. For 
instance, the leaf was normally spread on the floor and dried in the 
sun, and it was not until the early years of the twentieth century that 
more efficient means of withering, long familiar in India, were widely 
introduced. 3 This was the period in which a marked expansion of the 
industry began, an expansion that was accompanied by many other 
improvements of methods. Some of these improvements originated in 
Europe or India, but others were devised either by persons connected 
with the Java tea industry or by local engineering workshops. For 
example, the Hobel wet-leaf shifter was named after the patentee, an 
assistant on a tea estate who had it made by a local firm. The manager 
of the Tanara estate in Preanger invented a machine to eliminate stalk 
in the tea. A Danish engineer named Nissen studied the problem of 
tea-sorting by mechanical methods in conjunction with estate managers 
and succeeded in producing efficient machines for this purpose. Bratt 
and Company, a Dutch firm of engineers with branches at Surabaya 
and Sukabumi, made various types of machinery for tea and other 
industries. 

Technical advance came from corporate as well as from individual 
effort. Thus in 1881 the Preanger tea planters formed the Soeka- 
boemische Landbouw Vereniging to promote their common interests, 
and this body co-operated in research with the scientists in the govern¬ 
ment’s botanical garden at Buitenzorg. This co-operation led in 1902 
to the establishment of the Theeproefstation with funds provided 
entirely by the tea industry but with technical assistance from the 
government. 4 Much research was also carried out by government 
agencies and by individual estates. For instance, the Agricultural 
Department’s Institute of Plant Diseases gave much attention to the 
problem of tea-shrub pests, while the opening of a government seed 
nursery freed the Java tea estates from their previous dependence upon 
Indian seed. 6 In 1905 a firm of produce brokers, Dunlop and Kolff, 

1 Proefstation voor Thee, op. cit., p. 43. 2 ibid., p. 10. 

3 ibid., pp. 10-11. 4 ibid., pp. 13-14. 

3 ibid., pp. 15-16. 
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took the initiative in establishing a tea-testing bureau which in its early 
days was managed by George Wehry Ltd. The bureau did much to 
secure high and uniform standards of produce, and it also occupied 
itself with publicity in America and Australia. As a result of these 
efforts Java tea steadily gained more acceptance in the world markets. 
It has always been used chiefly as a filler, as its strength and colour 
make it suitable for blending with the aromatic teas of Ceylon and 
Assam. 1 Thus the Java tea industry, though primarily a creation of 
individual enterprise, owed part of its prosperity both to co-operative 
efforts among the planters and also to the assistance of the government. 

By 1910 the industry was firmly established. The number of tea 
estates in Java had by that year risen to 200 and the output to more 
than 18 million kilograms. 2 The capital for expansion came from a 
variety of sources. Existing plantation companies extended their in¬ 
terests to include this new crop, sometimes diverting resources from 
coffee and other crops for the purpose. Some estate managers used 
their personal savings to develop properties on their own account. 
Capital was also attracted from abroad. For example, in 1909 Noel 
Bingley, a pioneer British tea and rubber planter in Java, persuaded 
Lampard of Harrisons and Crosfield to help in floating some Java 
estate companies on the London market. Soon afterwards Harrisons 
and Crosfield opened their own offices in Batavia for the purposes of 
supervising their own planting interests and of buying tea from other 
estates. 3 

By this time most of the suitable land available on long lease in 
Preanger had been acquired. So the possibilities of growing tea in 
Sumatra were explored. Here again the government and private enter¬ 
prise shared in the pioneering work. Goverment officials laid out 
experimental plots in South Sumatra, and later a few estates were 
opened up in that region. The main development, however, occurred 
on the east coast. Although the Deli region itself was too flat for 
successful tea-growing, the higher land of the Siantar district was 
suitable. Here tea plantations were laid out in 1910 by Lampard and 
Ris of Harrisons and Crosfield and by several Dutch companies with 
interests in Java tea. 4 The plantations of this region were exceptionally 
well equipped. In west-central Sumatra the Kaju Aro estate which was 
opened in 1928 became one of the largest tea plantations in the world. 
In 1952 it employed 4,000 Indonesian workers and a European staff 
of 40. 

The period of rapid expansion came to an abrupt end with the World 
Depression of 1929, and tea shared with most of the other primary 
industries in the misfortunes which followed. After 1931 the industry 

1 ibid., p. 46. 2 ibid., pp. 15-16. 

8 Harrisons and Crosfield, op. cit., p. 47. 4 ibid., p. 43. 
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suffered a further blow from the introduction of British Imperial 
Preference. In the depths of the depression prices were scarcely a 
quarter of those reached in 1926. In spite of drastic economies most of 
the estates suffered heavy losses and many factories had to close. As 
at that time the labour force engaged on the estates alone was about 
270,000, 1 the depression in the industry became a matter of public 
concern. The government joined with the governments of other tea- 
producing countries in fostering a restriction scheme. In 1933 the 
planters’ organisations of Indonesia, India and Ceylon agreed to limit 
exports by licence and to ban new planting, and the Netherlands East 
Indies Government issued the regulations necessary to enforce the 
scheme. As time went on, the role of governments in this, as in other 
commodity restriction schemes, increased in importance. In 1935 
government representatives were admitted as observers to the Inter¬ 
national Tea Committee, and in 1938 they superseded the representatives 
of the planters. 2 

The restriction schemes were accompanied by advertising campaigns 
to stimulate the consumption of tea. Tea export duties were levied to 
provide funds for this purpose, and freights on tea were reduced by the 
K.P.M. and the State railways to encourage home consumption. The 
quantity of tea exported was fairly well maintained during the thirties, 
but the control schemes had only moderate success in raising prices. 
Thus, while the quantity of exports was about the same (between 71 
and 73 million kilograms) in each of the years 1929, 1933 and 1938, 
the value of the exports was 86 million guilders, 26 million guilders and 
56 million guilders respectively. 3 

It has been shown that from the time when tea production became 
a substantial industry, the greater part of the output came from estates, 
of which the majority were Western-owned. This was because the 
estates alone had access to the technical knowledge and up-to-date 
equipment needed for successful cultivation and for the preparation of 
the tea for the market. Before the Second World War about four-fifths 
of the output was grown on estates, 4 of which there were then 338 (298 
in Java and most of the others in Sumatra). 5 The native farmers, who 
first became interested in the crop in the boom of 1910, lacked not 
merely facilities for preparing the tea but also knowledge of the tastes 
of overseas consumers. They normally sold wet leaf (that is, tea 
in its fresh undried state) either to plantation companies or to opkoop 
factories. The latter were factories unconnected with the estates which 

1 Boeke, Evolution , p. 57. 

2 ibid., p. 38, and van Geldercn, op. cit., pp. 48-9. 

3 Boeke, Evolution , p. 40. 

4 ibid., p. 23. 

6 B.O.T., Indonesia: Review of Commercial Conditions 1951, p. 35. 
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specialised in processing the leaf bought from the natives. Most of them 
belonged to Europeans, although some were owned by Chinese and a 
few by Indonesians. Apart from the large estates and the peasant 
holdings, there were also a few small estates owned by Eurasians, who 
sold their crop to the factories. 

As with so many of the plantations that served the export trade, the 
tea estates were neglected during the Second World War. Some became 
overgrown, and from others the tea was uprooted to make way for 
food crops. During the war and the post-war revolution many of the 
factory buildings and much of the equipment were destroyed. After the 
revolution some of these factories were rebuilt and re-equipped, such 
as those on the Kaju Aro estate, and much of the land was cleared of 
weeds. But some estates were not reopened, and others, after being 
reopened, had to be abandoned because of disturbed political condi¬ 
tions, as in the Sukabumi district, or because of high labour costs. 
Several tea estates which could no longer be worked at a profit were, 
with the consent of their owners, divided into smallholdings which 
subsequently supplied the estate tea factories with produce for process¬ 
ing. This tendency towards vertical disintegration by which growing 
was separated from processing was encouraged by the government in 
this industry as in the sugar industry. The result was that the propor¬ 
tion of the industry in the hands of native cultivators tended to increase. 
Yet even in 1952, after a substantial growth in native production, estate 
agriculture still accounted for 30,000 metric tons out of a total output 
of nearly 50,000 metric tons. 1 This output is far less than that of the 
pre-war period. In 1953 exports were only 40 per cent of pre-war, and 
over recent years they have shown little tendency to recover. 2 The 
disturbed conditions and the continuous increases in wages have 
discouraged the investment necessary to replace equipment and to 
deal with plant diseases. The government has sought to fill the gap 
left by private enterprise. For example, the Bank Negara Industri 
has taken over estates in Sumatra which the former owners were 
unable to work, and it proposes to operate two-thirds of the estates 
itself and to transfer the rest to local cultivators. So far, however, 
government activity in this industry has not provided any adequate 
compensation for the decline in private enterprise. 

X S. D. Neumark, The National Income of Indonesia 1951-1952’, in Economics 
and Finance in Indonesia , June 1954, pp. 361, 365. 

a U.N.E.C.A.F.E. Economic Survey , 1954 y p. 213. 
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CHAPTER VI 


THE RUBBER INDUSTRY 
IN MALAYA AND INDONESIA 


L The Beginnings of the Malayan Plantation Industry 
the successful introduction of the great rubber-growing industry into 
South East Asia strikingly illustrated how Western enterprise and the 
diverse resources that it commanded, promoted the development of 
wild and uncultivated regions. The initiation and establishment of this 
industry depended upon a diversity of experience that only a wide- 
ranging economic system could organise and bring into service. At 
various stages in the progress of rubber-growing essential contributions 
were made by a diverse company of men and institutions: scientists and 
the official research stations where systematic scientific inquiry was 
conducted, civil servants of an alert and constructive temper, adven¬ 
turous business men equally responsive to the goad of misfortune and 
the magnet of opportunity who had acquired experience in world-wide 
commerce and in primary production in the tropics, and established 
merchant firms with prestige gained in the colonial territories and con¬ 
nections with highly organised capital markets at home. These were 
joined by Asian workers who enjoyed easy, and at one time unrestricted, 
movement from densely populated countries to the thinly populated 
areas where the new industry called for labour. Finally, there was the 
framework of an ordered society within which individuals could go 
about their business. To say that the industry was a product of private 
enterprise is a facile but inadequate statement. It is true that ownership 
and control were in the hands of private individuals or companies and 
that in its origins rubber cultivation owes much to the persistent 
endeavours of determined pioneers. Yet the enlightened few who early 
realised the possibilities of the industry and opened the way to subse¬ 
quent enterprise included government officials without whose encourage¬ 
ment and drive the establishment of the industry might well have been 
delayed. 

As the rubber industry was one of the greatest achievements of 
Western colonial enterprise, so it was one of the last. The political and 
economic conditions which made such a vast undertaking possible have 
passed away, and any future development on a similar scale in under¬ 
developed regions will almost certainly take place under circumstances 
that bear little resemblance to those in which the rubber industry came 
into being. Lampard of Harrisons and Crosfield was indeed prophetic 
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when he said in 1910 that the chances that existed in cultivated rubber 
were chances ‘which exist certainly only once in a hundred years and 
very likely . . . once in a thousand years’. 1 The success of rubber- 
growing in Malaya was the more remarkable in that there were very 
few precedents in that country for successful large-scale agricultural 
production. Indeed, the agricultural resources of Malaya, unlike those 
of Indonesia, were quite unproved until the last quarter of the nine¬ 
teenth century, and such early developments as had occurred were 
confined to the Straits Settlements. 

As Malaya was the pioneer in rubber cultivation, we propose first of 
all to describe the initiation of the industry there before discussing 
developments in Indonesia. This account must be prefaced by an 
outline of the country’s previous agricultural history. The Chinese 
appear to have been responsible for the first plantation ventures, for it 
was they who, well before the middle of the nineteenth century, planted 
spices and gambier on Singapore Island. A few European merchants 
followed their example and, in addition to spices, they planted sugar¬ 
cane in Province Wellesley, on Penang Island and in the neighbourhood 
of Malacca. Ambitious plans were made for sugar cultivation in the 
last-named region. In the forties the Malacca Sugar Co. was formed, 
and it applied for a large tract of land on the River Lingie. Another 
company was promoted at this time by a venturer who had experience 
of the sugar industry in the West Indies, Bengal and the Straits. He 
selected an area of 5,000 acres and prepared to follow the practice which 
had become usual in the cultivation of the crop. This involved entering 
into contracts with Chinese, who cleared, planted and harvested the 
crop and then delivered it to the entrepreneurs’ mills in return for a 
payment based upon the out-turn of sugar. 2 None of these ventures 
met with much success. Sugar cultivation continued until the present 
century; but from the beginning the planters were handicapped by a 
shortage of labour, as the Malays were averse from regular work on 
plantations. During the 1880s certain planters, in an attempt to over¬ 
come this difficulty, brought in, under indentures, Tamil labourers 
whom they had been accustomed to employ in Ceylon. But the industry 
could not hope to grow to the dimensions of the Javan sugar industry, 
with its ample supply of labour, and when indentured labour was 
abolished in 1913, the last sugar factory closed. 3 

The cultivation of spices, gambier and sugar, so far as Europeans 
were concerned, was mainly undertaken as a sideline by persons or 
firms whose chief interest was in trade. The cultivation of coffee, on 
the other hand, was an activity of specialist planters, and the European 

1 Harrisons and Crosfield, op. cit., p. 27. 

3 J. Macgregor, Commercial Statistics , etc., vol. iv., pp. 1009-11. 

3 V. Purcell, Malaya , Outline of a Colony , p. 118. 
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plantation industry as a substantial activity may be said to have begun 
in the 1880s with the arrival of coffee planters from Ceylon, whence 
they had been driven by the outbreak of plant disease. In the next 
twenty years estates were planted with Liberian coffee in Selangor, 
Perak and Negri Sembilan, and at one time the prospects of the industry 
seemed favourable. During the last decade of the century, however, 
when new supplies of Brazilian coffee came on the market, prices fell 
steeply. Then, at the turn of the century, the estates were seriously 
damaged by pests. Many of the planters were ruined. Some left their 
estates and went home—or even entered government service—while 
those who remained sought to repair their fortunes by taking up a new 
crop. It has been suggested that a successful coffee industry could have 
been created by planting the estates with caffea robusta ; but this is to 
pose a technical question of no practical economic importance, since 
by this time opportunities had appeared for employing resources more 
profitably than in coffee. The result was that in the new century coffee 
cultivation declined; the peak was reached in 1905 when 107,000 piculs 
were exported. By the middle thirties there were only 17,500 acres under 
coffee, and over most of that area the coffee was cultivated along with 
other types of produce. 1 

2. The Rise of the Malayan Rubber Industry 
The crop to which the attention of the planters was turning as they 
surveyed the ruins of their coffee enterprises was rubber, and we must 
now examine the circumstances which gave rise to this cultivation in 
Malaya. During the 1860s Sir Clements Markham, head of the geogra¬ 
phical section of the India Office, conceived the idea of growing cinchona 
in India, and obtained seeds from Peru. It occurred to him that work 
might also be usefully done on rubber in the hope of developing the 
cultivation of the rubber-tree in the Indies. He therefore encouraged 
the Government Librarian in Singapore to collect information about 
rubber-producing plants and about methods of extracting and treating 
latex. In 1869, in a paper read to the Society of Arts, the Librarian 
called the attention of the government to the possibility of acclimatising 
‘the different species of hevea ... in such of our Eastern possessions as 
will be found best suited’, and in 1872 he published a work entitled 
The Caoutchouc of Commerce which could be regarded as a herald of 
the new industry. 2 

The next step was to obtain seeds from South America. In 1876, on 
the initiative of Markham and of Sir Joseph Hooker, Director of Kew 
Gardens, two expeditions were sent to the Amazon by the India Office, 

1 D. H. Grist, An Outline of Malayan Agriculture , p. 188. 

1 0. F. Cook, ‘The Beginnings of Rubber Culture’, Pt. I, in India-Rubber Journal, 

22 April 1933, p. 450. 


108 



THE RUBBER INDUSTRY IN MALAYA AND INDONESIA 

one under Wickham and the other under Cross. These returned with 
seeds and plants, and in 1877 seedlings were sent from Kew to Singa¬ 
pore. 1 Some of these were planted in the Government’s Botanical 
Gardens, and others in the garden of the British Residency at Kuala 
Kangsar in Perak. Little further interest appears to have been taken in 
them until the trees reached maturity. It then happened, by one of the 
fortunate chances upon which great events turn, that in 1888 a man of 
imagination and great firmness of purpose was appointed head of the 
Botanical Gardens at Singapore. He was H. N. Ridley, who, encouraged 
by Hooker of Kew, gave himself wholehearted to the business of bringing 
a rubber industry into being. 

One of the major problems that required solution was concerned with 
methods of tapping. Ridley experimented with these at both the 
Singapore and the Perak Botanical Gardens. At length, in 1897, he 
devised the system of ‘ibidem’ tapping which removed the chief obstacle 
to rubber cultivation on large plantations. That these achievements 
would have been impossible in the absence of a satisfactory milieu for 
experiment is demonstrated by comparison with the fate of contem¬ 
poraneous attempts to introduce plantation rubber-growing in Mexico. 
In that country large investments were made in plantations stocked with 
another variety of the tree, the castilloa , but these were not preceded 
by any long process of experiment and inquiry such as had attended the 
cultivation of the hevea , and the result was a complete failure. 2 Thus 
it may be concluded that in no small measure the early success of the 
Malayan industry is attributable to the existence of the government’s 
botanical gardens in England and in the Colonies, which provided the 
opportunities for experimental work, and to the quality of the men 
whom the gardens attracted to their service. The provision of these 
facilities cannot, of course, be said to have guaranteed success in over¬ 
coming the perplexing problems of tropical agriculture. The Singapore 
Botanical Gardens had been founded in 1858 and those at Penang 
thirty years later. 3 From then onwards, both there and at Kew, 
scientific work in tropical agriculture had been continuously under¬ 
taken. The greater part of this work had no practical outcome either 
because the plants could not be acclimatised or because their commer¬ 
cial cultivation proved to be uneconomical in Malaya. But the single 
outstanding success of rubber provided ample justification, on commer¬ 
cial grounds alone, for the investment of resources in these institutions. 

Ridley was a propagandist as well as a scientific investigator. He was 


1 ibid., pp. 450-2; see also R. O. Jenkins, ‘Rubber: Introduction and Expansion 
with Special Reference to Malaya’, in The Planter, February and March 1955. 

2 ibid., Pt. II, India-Rubber Journal , 29 April 1933, pp. 481-2. 

8 Raffles had been a pioneer in this as in so many other fields, for he established 
botanical gardens in Singapore in 1822. These, however, were later abandoned. 
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tireless in his efforts to persuade the sceptical planters to take up the 
new crop and, long before he discovered his method of tapping, he 
went about ‘ingeminating’ rubber. ‘It was his practice to stuff seeds 
into the pockets of planters and others begging them to make a trial: 
and among planters he earned the soubriquet of mad Ridley or 
“rubber Ridley”.’ 1 Even though the misfortunes that attended the 
coffee cultivation during the nineties made the planters more responsive 
to his importunity than they would have been in times of success, it was 
not easy to convince them. For instance, T. H. Hill, an enterprising 
coffee planter from Ceylon who had planted rubber on his estate in 
Perak in 1883, could not be persuaded ten years later to accept Ridley’s 
plants for the reason that ‘he had plenty of trees and they were of no 
use’! 2 The government itself, though ready to make a free grant of a 
thousand acres to any planter who would establish a perennial crop, 8 
was doubtful about rubber, and in the 1890s Ridley was reprimanded 
by the Governor for growing ‘exotics’ and was ordered to desist. 
According to Ridley’s own account, this Governor, in order to expose 
Ridley’s claims to the test of fact, sent Dyak climbers up the rubber- 
trees planted near the Residency to look for rubber and, when they 
came down empty-handed, he had the trees destroyed and announced 
in the government gazette that Para rubber-trees did not produce 
rubber! 4 

Fortunately there were planters and officials who viewed the prospects 
with more hope, or at any rate were ready to try a new crop in an 
attempt to counter the misfortunes that were attending their existing 
ventures. For instance, in 1897 Stephens and McGillivray, partners in 
a coffee estate, inter-planted rubber and coco-nuts among 200 acres of 
coffee. A few years later the coco-nuts were felled, and in 1904 the 
estate exported rubber to the value of 4,000 Straits dollars. This was 
the first estate to grow rubber on a commercial scale in Perak. In 
Selangor the brothers Kindersley, who had opened the Inch Kenneth 
Coffee Estate in 1894, planted 5 acres of rubber with Ridley’s seedlings 
as a separate crop two years later. This was the first recorded planting 
of a separate field of rubber. 5 W. S. Bennett, who had interests in 
Ceylon tea companies and had acquired in 1895 a 2,000-acre estate in 
Selangor (the Pataling Estate), inter-planted 40,000 rubber-trees with 
coffee on part of his land between 1897 and 1900. 6 

1 Song Ong Siang, One Hundred Years of the Chinese in Singapore , p. 449. See 
also, Transactions and Proceedings of the Institution of the Rubber Industry, vol. n. 
No. 4, August 1955. 

2 O. Marks, ‘The Pioneers of Para Rubber Planting in British Malaya’, in British 

Malaya , vol. i, February 1927, p. 282. 3 Swettenham, op. cit ., p. 369. 

4 H. N. Ridley, ‘How Rubber Started in Malaya*, in Young Malayans, 6 February 
1952, p. 44. 

8 Marks, loc. cit., pp. 283-4. 6 Harrisons and Crosfield, op. cit., p. 20. 
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Although the proprietary estate was typical of Western enterprise in 
the rubber industry before the end of the century, it was not the only 
form of undertaking. The pioneers in Selangor included the Oriental 
Estates Company Ltd. with its Bukit Rajah estate. In Pahang the first 
rubber was planted by the manager of the Liang Exploration Syndicate 
Ltd.; the managing director of this company was a retired district 
officer. 1 * Ill Several other former government officials whose duties had 
made them familiar with conditions in the interior of the country took 
an active part in these early developments. The Western merchant 
firms of Singapore, on the other hand, did not participate largely in 
rubber cultivation until the next decade, although a few of them 
engaged in pioneering ventures during the nineties; for example, 
Guthries, who planted an experimental plot in 1895. 

It is estimated that by 1900 there were still only about 5,000 acres of 
rubber in the whole of the East, 2 and the greater part of the supply 
needed to meet the demands of European and American manufacturers 
came from the wild rubber of South America. But the foundations for 
a great plantation industry had been laid and the major technical 
problems solved. Demand from the West was now rising rapidly. 
Previously the manufacture of cycle tyres had absorbed the greater part 
of the supply. Now the motor age was beginning and vast prospects 
were opened to the industry. The conditions of production, however, 
made supply highly inelastic, for rubber-trees take at least seven years 
to mature. Consequently the price of rubber began to rise steeply— 
from 4s. a pound at the beginning of the century to over 12s. a pound 
at the peak of the boom in 1910. A contemporary estimate put the 
cost of bringing an acre of rubber into bearing at £21 in the interior of 
Malaya and £25 in the coastal districts. Within seven years of planting 
an annual output of 250 lb. an acre could be expected, and after ten 
years 375 lb. an acre. At the current level of prices an extremely 
profitable field of investment was opened up. 3 The financial achieve¬ 
ments of the Pataling Rubber Estates Syndicate, floated in 1903 with 
an issued capital of £22,500, are worth recording. In 1908 the crop of 
rubber was over 80,000 lb. This realised a net average price of 4s. 3 Jrf. 
a pound against an f.o.b. cost of 1 \\d. a pound. In 1910 the crop had 
risen to 320,000 lb., which sold for 6s. 2\d. a pound. In 1908 the 
company paid a dividend of 45 per cent and in 1910 of 325 per cent. 4 

It is clear that in the first decade of the century a new stage in the 
history of the industry had been reached. The existing proprietary 

1 Marks, loc. cit., pp. 284-5. 

8 A. McFadyean, The History of Rubber Regulation 1934-1943 , p. 9. 

8 'Quelques Notes sur le Caoutchouc de Plantation dans les fitats F6d6r6s Malais’, 
in Bulletin de VAssociation des Planteurs de Caoutchouc , vol. i, February 1909, 
pp. 20-1. 4 Harrisons and Crosfield, op. cit. 9 pp. 20-2. 
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concerns were hardly apt vehicles of rapid expansion. Indeed, they 
proved unable either to increase their output with sufficient speed in 
periods of boom, or to survive years of low prices when, on a small 
estate, the overhead costs of an expensive European staff became 
especially onerous. This did not mean, however, the complete dis¬ 
appearance of individual enterprise, although its relative importance 
diminished. During the boom it was still possible for sole traders with 
small estates to make a success of rubber planting, and managers of 
large estates often used their generous bonuses at that time to plant 
land on their own account. Such opportunities diminished after the 
boom had passed its peak and when restrictions were later placed on 
the alienation of land. Yet even in the 1920s there were instances of 
estates established and operated co-operatively by a number of 
managers. 

Nevertheless, after the turn of the century, the main instruments in 
the development of rubber-growing were the great merchant houses of 
Singapore who called upon the resources of the London capital market 
for means to promote the expansion of the new industry. These firms, 
with every financial inducement to lend their aid, were well fitted to 
forge the links between the plantations and the investors at home. A 
common practice at this time was for a proprietary concern, or a small 
plantation company, to enlist the co-operation of one of the merchant 
houses in floating a new company in London with an enlarged capitalisa¬ 
tion made up partly of proprietor’s shares, partly of the investments of 
the merchant house itself and partly of the subscriptions of the public 
or London financial houses. The merchant firm was commonly 
appointed as managing agent and secretary of the new company. 
Sometimes the merchant house itself purchased a number of estates 
before promoting a new company in London. In other cases an 
existing proprietary concern, having exhausted its financial resources 
in heavy planting, obtained loans secured by a mortgage on its estate 
from investment trusts formed at this time in association with the 
agency houses. Such loans frequently carried the option of a conver¬ 
sion into shares within a specified period. Harrisons and Crosfield 
were leading participants in these new ventures, among which were 
included the Pataling Rubber Estates Syndicate (1903), the Anglo- 
Malay Rubber Company (1905), the Rubber Estates of Johore Ltd. 
(1906), and several others both in Malaya and Sumatra. Guthries and 
other merchant-agency houses took a similar part in the development. 

Investors in the West were prepared to finance the expansion of the 
rubber industry because the companies to which they were invited to 
entrust their money were backed by these merchant houses known 
to be familiar with Malayan conditions. As so often happened in 
industrial history, it was not from those most closely connected with 
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the established trade that the new ventures received the strongest sup¬ 
port in London. Many of the rubber merchants ‘whose lives had been 
spent in financing and handling the products of the various types of 
wild rubber from South America and Africa ... were sceptical about the 
competing possibilities of the Eastern plantations’. It was left to those 
with experience of the remarkable achievements of the tea plantations 
of India and Ceylon, ‘altogether outstripping China’, to respond most 
readily to the appeals of the promoters of the new companies. 1 The 
agency houses for their part, having assumed responsibility to sub¬ 
scribers at home, had to take steps to safeguard their interests. This 
obliged them to work out methods for effectively supervising the organi¬ 
sation and administration of the estates. ‘The talents which make a 
first class planter are rarely combined with those of an accountant and 
an all-round businessman.’ 2 Therefore the firms not only saw that 
competent men were appointed to the management of individual estates, 
but they also provided technical advice, through the medium of visiting 
agents, and assistance in business finance and accountancy from their 
own offices. 

The agency houses were by no means the only type of undertaking 
responsible for the development of rubber-growing after 1900. Some 
important groups of estates were created independently of the Singapore 
merchant houses. Among them the group controlled by the Duff 
Development Company in the State of Kelantan became of major 
importance. The pioneer in this concern was Robert W. Duff, a police 
officer. In 1895 he had taken part in an expedition sent against the 
insurgents who had retreated into Kelantan. He had been impressed 
by the mineral and agricultural potentialities of the State, and when, 
in 1900, he was invalided home, he took a leading part in forming a 
syndicate to develop its resources. Duff obtained from the Sultan of 
Kelantan a concession of 3,000 square miles together with ‘sole com¬ 
mercial rights of every description’ and extensive fiscal and administra¬ 
tive powers. For a time the exploitation of this concession was held up 
by uncertainties about the status of Kelantan under international law. 
The British Government questioned the Sultan’s authority to grant such 
a concession without reference to his Siamese suzerain, and it regarded 
Duff’s concession with suspicion even when the Siamese Government 
recognised it as valid. 

The transference of Kelantan to British administration in 1909 did 
nothing to alleviate these troubles. For, shortly afterwards, when the 
government of the Federated Malay States opened negotiations with 
Siam with the object of linking the railway systems of the two countries, 
it was found that the Duff concession, by its location, stood in the 
way of the construction of this railway. Even when the company 
1 Harrisons and Crosfield, op. cit., pp. 25-6. 8 ibid., p. 30. 
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surrendered certain of its lands, legal disputes in regard to the status 
of the concession continued for many years. Ultimately, the company 
accepted the status of an ordinary landowner in return for substantial 
monetary compensation which helped to finance many of its enter¬ 
prises. 1 Meanwhile it had been engaged in various activities. At first 
it directed its attention to the mineral resources of the State. Rivers 
were dredged and a transport system organised. Lumbering and general 
trading became part of its activities and then, in 1906, it began the 
cultivation of rubber. Apart from its own estates, it sub-leased others 
for rubber planting, and eventually rubber became its main interest. It 
was able to retain its financial independence originally through its large 
initial capital and later through the compensation it secured for 
the abrogation of its concession. In 1952 the Duff Development 
Company had some 8,000 acres in tapping. 

While most of the capital and enterprise for this new industry came 
from Great Britain, the nationals of other Western countries also 
played an important part. One of the leading continental groups was the 
Franco-Belgian Societe Financiere des Caoutchoucs (Socfin) which 
acquired large properties in Malaya and Indonesia as well as in Indo- 
China. Another important group of estates was financed by investors in 
Shanghai. Other companies were floated locally in Malaya, and in 
these Malayan Chinese took a substantial part. Indeed the Chinese 
were pioneers in a number of ventures which afterwards passed under 
European control. These included several estates which became well 
known on the London Stock Exchange during the first decade of the 
new century. For example, the first man to plant rubber in Malacca 
was a Chinese named Tan Chay Yan, to whom Ridley had given seeds. 
In 1896 Tan inter-planted rubber with tapioca, and in 1901 he had 
under rubber ‘the biggest area so planted’ at that time. This estate was 
later floated as the Malacca Rubber Plantations Ltd., and was eventually 
acquired by Guthries. Tan had interests in several other rubber estates 
in the early days of the industry and other Chinese followed his 
example. 2 

Among the most important recruits to rubber-growing in the years 
before the First World War were the great manufacturing concerns. 
Their business was expanding rapidly at this time and they found 
advantage in acquiring some of their own sources of supply. In 1910 
the Dunlop Rubber Company obtained its first estate. Others were 
added later, and by 1915, when the Dunlop Plantations Ltd. was formed, 
these estates made up the largest group under a single ownership in the 
whole country. The United States Rubber Company through its 

1 A. Wright and T. H. Reid, The Malay Peninsula, pp. 152-65, and R. Emerson, 
Malaysia, pp. 227-8, 252-62. 

* Song, op. cil., pp. 293-4,449, and Marks, toe. cit., p. 285. 
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subsidiary, Malayan-American Plantations Ltd., also opened up 
extensive estates. 

The success of the Western estates in rubber planting persuaded the 
Malay peasantry to engage in the industry. During the nineties some 
smallholders in Perak had planted a few rubber-trees, but it was not 
until the new century that the local inhabitants began to concern them¬ 
selves extensively with this type of cultivation. Towards the end of the 
first decade they were caught up in the boom, and large quantities of 
seeds and seedlings were planted, especially in Kelantan, on holdings 
of twenty acres or less. 1 The Malays soon learned the process of tap¬ 
ping, and their undertakings were not handicapped by the high overhead 
costs that made the smaller European-owned estates uneconomic except 
in times of boom. Before the First World War the actual output of 
smallholders’ rubber was still insignificant, since by then few of their 
trees had had time to mature. The major developments in this sector 
of the industry occurred during the twenties. 

The establishment of British rule throughout Malaya meant that the 
authorities had to provide a legal basis for land holding which would 
protect the rights of the native population and at the same time permit 
the extension of European enterprise. The long-continued dispute 
concerning the Duff concession demonstrated the importance of such 
legal provisions at this stage of development. The inception of a 
modem system of land tenure had begun with the appointment of 
Sir William Maxwell as Resident of Selangor in 1889. Maxwell had 
a wide knowledge of land problems in the East and in Australia, and 
he adopted the Torrens system of land registration when instituting 
the Selangor Land Code of 1891. This was adopted throughout Malaya 
except in the Straits Settlements. It required the registration of all land 
transactions at a local land office. In the early days land was normally 
alienated under a perpetual lease, but the extension of rubber-growing 
compelled the government to introduce more stringent regulations to 
protect the right of the indigenous population. In 1911 it was laid down 
that the terms of leases should be subject to revision after the lapse of 
thirty years, and certain other conditions were imposed, such as that 
a certain proportion of the leased area should be brought into cultiva¬ 
tion within a specified period. Two years later the Malay Reservations 
Enactment empowered the separate States of the F.M.S. to set aside 
areas reserved for use by Malays, and from this time onwards the 
authorities showed great caution in making fresh grants of land to 
European concerns. 2 The autonomy enjoyed by the various States in 
this matter, however, impeded the application of a systematic land 
utilisation policy to the whole country. 

We have shown how land, capital and enterprise w r ere made available 
1 W. A. Graham, Kelantan , p. 78. a Grist, Outline , pp. 27-8. 
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to the new industry. There remains for treatment the problem of the 
labour supply for the estates. Malaya was a thinly populated country at 
the beginning of the twentieth century, and the Malays were reluctant to 
become wage-earners. So a supply of immigrant labour was needed. 
Indians had been brought to work on the sugar estates in Kedah during 
the eighties, and the coffee planters, who came from Ceylon and were 
accustomed to employing Tamils on their estates in that country, made 
arrangements to bring in workers from South India. At first the Indians 
came to Malaya as indentured workers, for a planter who had incurred 
the expense of recruiting labour was liable to lose his workers to other 
estates unless he had a legal hold on them. But, as elsewhere, the system 
was accompanied by abuses, and in 1907 an attempt was made to 
reconcile the often divergent interests of planters and workers by 
establishing the Indian Immigration Fund, administered by the govern¬ 
ment. Employers of Indian labour were subjected to a compulsory 
levy, the proceeds of which were used to finance immigration. (Estates 
that continued to finance their own recruitment through agents had 
their expenses reimbursed.) From then onwards, however, the inden¬ 
ture system lost its importance. It was abolished in 1910. After 1922 
the Indian Government began to control emigration to Malaya. 1 

While the Indians performed most of the routine work on the estates 
such as tapping, 2 the heavy and skilled operations (for example, the 
clearing of jungle) were undertaken by Chinese who worked on con¬ 
tract. The recruitment of these workers in their own country was in 
the hands of Chinese, who made advances of passage money to the 
emigrants. During the inter-war period a certain number of Malays, 
either of Javanese origin or, as in Kelantan, of indigenous stock, took 
service on the estates; but they continued to form only a small minority 
of the employees. 

Finally, the rubber industry had to be provided with means for 
handling scientifically the common problems of cultivation as they 
arose. These problems included methods of tapping and processing 
latex and of combating pests and diseases. Both the government and 
private interests made their contribution. At the outset, as we have 
seen, research was mainly in the hands of the Singapore Botanical 
Gardens. This research became more systematically organised after 
the formation in 1905 of the F.M.S. Department of Agriculture. Then, 
in 1907, the Rubber Growers’ Association was founded by the estate 
companies, and this association worked in co-operation with the staff 
of the Department of Agriculture in the investigation of many problems. 
Some of the larger estate companies, including those controlled by the 

1 Grist, op. cit. t pp. 57-8. 

2 Tapping, though routine work, requires skill. Some managers insist upon six 
to twelve months* training in a tapping school before tappers are allowed to operate. 
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rubber manufacturing concerns, also undertook research. An associa¬ 
tion of estates in Perak played a prominent part in research from an 
early date. 

By 1913 a great new industry had been created in Malaya. Exports 
of rubber in that year exceeded 33,000 long tons, 1 and they were rising 
rapidly as the trees planted a decade earlier came to maturity. Until 
1913 the greater part of the world’s rubber supply still came from its 
original source, namely wild trees in the Amazon valley. Yet it was 
clear that estate rubber would soon replace wild rubber. The rising 
world demand for good quality material could be satisfied only by a 
system of estate cultivation organised as a modern, highly capitalised 
industry supplemented by peasant cultivation with access to the external 
economies created by the Western enterprises. On the estates where 
the rubber-trees were concentrated in orderly rows, the cost of collection 
was far less than when the trees were mixed with other vegetation and 
had to be sought in the jungle. The planters could select land with an eye 
to the convenience of situation, drainage, altitude and soil, and could 
ensure a product that fulfilled the market’s demand for cleanliness. In 
the development of an estate industry South East Asia had every advan¬ 
tage over South America. Transport was not as formidable a problem 
as it was in the jungles of Brazil, and the shortage of labour, which 
impeded the growth of the South American industry, could be overcome 
by drawing on the densely populated areas of South India, Java and 
China. Nor at that date was the rubber from South East Asia burdened 
with such heavy export duties as that from South America. 

3. The Introduction of Rubber-growing into Indonesia 

Meanwhile Indonesia had begun to share in the new industry. The 
ficus elastica , a latex-bearing tree indigenous to South East Asia, had 
been planted in small numbers on a few Javanese estates during the 
1860s, and later the castilloa elastica , from Central and South America, 
was also tried. 2 These trees were much inferior in the yield and quality 
of latex to the hevea brasiliensis which Malaya planted with such 
favourable results. In Java neither the government nor private enter¬ 
prise adopted hevea until its qualities had been proved elsewhere in the 
East. 3 In 1903 the management of the P. and T. Lands sent a 
member of its staff to visit rubber estates in Ceylon and Malaya, 
and his enthusiastic account of them persuaded the company to plant 
hevea.* In the same year hevea trees were planted on one of the estates 
belonging to Tiedeman and van Kerchem, and very soon a considerable 
acreage was covered. All these pioneers were Europeans. The Chinese 
were handicapped by restrictions imposed on their holding of land. 

1 McFadyean, op. cit ., p. 226. 2 Daukes, op. cit. f pp. 44-5. 

8 Honig and Verdoom, op. cit. 9 p. 344. 4 Daukes, op. cit. 9 p. 44. 
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As in Malaya, the planters were the more responsive to the appeals 
of rubber cultivation because of the misfortunes which were at that 
time attending certain of their existing crops. Much of the first rubber 
was planted on land formerly under coffee which had been attacked by 
disease early in the new century; while on the east coast of Sumatra 
some of the early rubber estates were laid out on land cleared for 
tobacco but found unsuitable for it. Yet the development of the rubber¬ 
growing industry in Indonesia did not depend mainly on the diversion 
of existing estates to the new crop , nor indeed upon the initiative of 
established undertakings. Capital and enterprise flowed in readily from 
abroad and investors in many Western countries showed themselves 
eager to take advantage of these new opportunities. For this the liberal 
policy of the Netherlands East Indies Government as well as the natural 
advantages of their territories was largely responsible. There was no 
discrimination against non-Dutch capital or undertakings, and British 
and Franco-Belgian enterprises were as active as the Dutch in opening 
new estates. In one respect the policy of the N.E.1. Government was 
more conducive to rapid economic development than that of the 
Malayan Government; for whereas the latter imposed an ad valorem 
export duty on rubber, the only burden borne by the Indonesian rubber 
growers was a modest tax on their profits. 1 

In 1906 there began, on the east coast of Sumatra, one of the most 
remarkable periods of development in the history of agriculture. Those 
who promoted and organised this development came from several 
Western countries—Great Britain, France, Belgium, Holland and the 
United States—and the nationals of these countries co-operated with 
one another both in the provision of finance and in the organisation 
of cultivation. Britain’s main contribution began when Arthur 
Lampard, fresh from his innovations in the Malayan rubber industry, 
visited Sumatra on behalf of Harrisons and Crosfield in 1906. He 
noted with admiration the large-scale methods of organisation then 
employed by the tobacco industry, and he realised that rubber-growing 
would respond to the same methods. In Sumatra there was an abun¬ 
dance of land—indeed it was this that made the optimum size of the 
undertakings so large—and much of it had already been cleared and 
drained for tobacco and other crops. Roads had also been made. 
Thus, rubber-growing could be established on foundations laid by 
pioneers in other forms of cultivation, and the new industry could be 
extended at a rate much faster than was possible in the virgin jungles of 
Malaya. Moreover, there was at hand a supply of expertise which 
could be enlisted in the service of the new industry, for at that time the 
Sumatra tobacco men were probably the most experienced of all the 
planters in the East. It was with one of these, a Swiss named Victor Ris, 

1 Harrisons and Crosfield, op, cit. 9 p. 25. 
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that Lampard became associated in his first ventures in Sumatra. 
Harrisons and Crosfield purchased an estate then managed by Ris' 
enlarged the acreage under rubber and finally, in 1907, sold the property 
to the United Serdang (Sumatra) Rubber Plantations Ltd., one of the 
first Sumatran rubber companies to be floated by them in the London 
market. 1 During the years immediately preceding the First World War, 
Harrisons and Crosfield were responsible for the flotation of several 
other companies concerned with rubber-growing in Sumatra; for in¬ 
stance, in 1909 it promoted the Rubber Plantations Investment Trust 
which acquired two estates and sponsored the formation of several 
other companies. By 1913 the Harrisons and Crosfield group controlled 
a substantial acreage under rubber in Sumatra. 

The development of the new industry provided many examples of 
fruitful co-operation between men of varied experience and business 
connections. For instance, the Java United Plantations Ltd., which was 
formed in 1909, was a creation of E. F. Hammond, a traveller employed 
by the old-established London tea wholesaler. Peak Brothers and Winch, 
and of Carel Koning, a tobacco planter in Java. This company, having 
acquired rubber and other estates in East Java, was reconstituted as the 
Anglo-Dutch Plantations of Java Limited, and in 1910 took over the 
famous P. and T. Lands. 2 In the ten years after the formation of this 
concern its area under rubber increased from 1,700 acres to nearly 
20,000 acres, and its output from about 25,000 lb. to over 2 million lb. 3 

From the Continent the main contribution came as the result of the 
enterprise of a Belgian, Adrien Hallet, who, in 1905, after experience 
of tropical agriculture in the Belgian Congo, was induced to turn to 
South East Asia in the expectation that that region could furnish an 
adequate labour supply, which was lacking in Central Africa. In asso¬ 
ciation with other pioneers he formed a number of companies for 
rubber-growing in Indonesia as well as in Malaya, and he was associated 
in 1909 with the creation of the Societe Financiere des Caoutchoucs, 
which became the main channel for Franco-Belgian investment in 
the plantations of South East Asia. 4 * This concern purchased many 
existing estate companies in Malaya, Java and Sumatra, and founded 
others. It organised an elaborate supervisory service to cover all these 
territories. 

As had happened in Malaya, rubber-growing in Indonesia received 
a massive contribution from the rubber manufacturers. Edgar B. Davis 
of the United States Rubber Company visited Sumatra a few years after 
Lampard, and he also realised that conditions were favourable for 

1 ibid., pp. 23 et. seq. 

2 Daukes, op. cit., pp. 48-50. 8 ibid., pp. 68-9. 

4 It had associations with a British investment company, the Eastern International 

Rubber and Produce Trust, established in 1909. 
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an exceptionally rapid growth of rubber cultivation. Consequently a 
subsidiary company, the Holland-Amerika Plantage Mij., was formed. 1 
A Dutchman was put in charge, and by 1912 80,000 acres had been 
acquired of which about a quarter were planted. 2 These estates were 
then, as they have remained, the largest rubber estates in the world 
under a single ownership. The Goodyear Tyre and Rubber Company 
also opened estates in Sumatra before 1914, and later greatly enlarged 
them. In Java the Pirelli Company of Italy planted rubber. 

With the example of the plantations before him, the Indonesian 
peasant in Sumatra was soon drawn into the new cultivation. Hevea 
seeds and cuttings were obtained both from the local estates and from 
Malaya, and many Chinese started up in business as seedling growers 
to supply the peasants. Some Indonesians went to Malaya and worked 
for a time on the estates there in order to gain experience in rubber 
cultivation and tapping. The normal practice was for the peasant to 
plant rubber-trees on land on which an annual food crop had just been 
harvested, or on newly cleared land before the annual crop was sown. 
The trees were then left to themselves until they were ready to be 
tapped, and the extent and frequency of the tapping thereafter depended 
largely on the level of prices. Thus, so far as the peasants were con¬ 
cerned, rubber-growing remained secondary to their main occupation, 
the cultivation of rice and other food crops; but they had been provided 
with a valuable new source of money income. The Indonesian output 
at that time was far less than that of Malaya, since fewer of the Indo¬ 
nesians’ trees had reached maturity. In fact, Indonesia did not become 
a substantial exporter of rubber until the First World War. 

4. The Stevenson Restriction Scheme 
Even at this early date the extreme instability of rubber prices had 
been demonstrated. In spite of a continued secular growth in demand, 
prices, which had risen very steeply in the boom, dropped heavily 
between 1910 and 1914. During the inter-war period this instability 
became still more pronounced. After a short-lived post-Armistice 
boom, the industry was caught in the general depression of 1920-1. 
As at that time the trees planted just before the war were reaching 
maturity, large supplies of rubber came on the market and so delayed 
a recovery in prices. Thus it was that the new industry, which had 
demonstrated the continued vigour of Western enterprise in the present 
century, found itself involved for the next two decades in organised 
restriction schemes of a kind normally associated with industries in 
decay. Admittedly many plausible arguments could be advanced in 
support of devices to eliminate extreme price instability. In the short 
1 Harrisons and Crosfield, op, cit p. 25. 

* Bulletin de /’Association des Planteurs de Caoutchouc , vol. 4, June 1912, p. 140. 
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run at any rate, the price elasticity of demand for rubber was very low 
while a great part of the investment in this slowly maturing crop was 
highly specific. Yet the schemes actually adopted were bound to fail, 
since they were inevitably based on the assumption that conditions of 
production and sources of supply were unlikely to undergo any substan¬ 
tial change—in other words, that the structure of the industry could be 
stereotyped. As events were to show, this assumption proved to be 
wholly incorrect, and in the outcome the main consequences of restric¬ 
tion were at one time to stimulate new sources of supply outside the 
restricted area, and at others to impede the expansion of that sector of 
the industry composed of the lower-cost producers. As the latter 
included many smallholders, the restrictive policy was laid open to the 
criticism that Western governments were using their political authority 
to curb the enterprise of the native population for the benefit of Western 
investors in the estates. 

The restriction schemes have been described in detail elsewhere, 1 and 
a mere outline of the main features will be presented here. In 1920 
and 1921 most of the European rubber companies which had long been 
accustomed to operate on a rising market found that they were unable 
to cover their costs which had been inflated during the years of pros¬ 
perity by extravagance in administration and by the reckless planting 
of unsuitable land. Improvident dividend policies, moreover, had left 
some of them without reserves sufficient to meet a period of stringency. 
The first effect of the depression, therefore, was to enforce economies. 
The European staffs were reduced, and cuts were made in salaries, 
bonuses and head-office expenses. Some of the weaker companies were 
absorbed by other concerns, and a number of financial reconstructions 
took place. Nevertheless, there were no bankruptcies and no estate was 
closed. 2 With stocks at high levels, however, there was a prospect of 
a long period of low prices and this persuaded the industry to favour a 
scheme for restricting output. From November 1920 to December 1921 
British and Dutch companies which between them controlled the greater 
part of the mature rubber in Malaya and the Netherlands East Indies 
were parties to a voluntary agreement for a reduction of output and 
exports to three-quarters of the normal amounts. This was ineffective, 
because outsiders, both estate owners and smallholders, raised their 
production. The companies then demanded government intervention 
to impose a compulsory restriction on all producers. This policy was 
strongly urged by the Rubber Growers’ Association, by this time a 

1 See McFadyean, op. cit P. T. Bauer, The Rubber Industry ; K. E. Knorr, World 
Rubber and its Regulation ; C. R. Whittlesey, Governmental Control of Crude Rubber, 
J. W. F. Rowe, The Artificial Control of Raw Material Supplies: Rubber (Royal 
Economic Society Memo., No. 29) and L. Yates, Commodity Control. 

1 Whittlesey, op. cit., pp. 16, 19-20. 
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powerful and well-organised body for the defence of estate interests. 
Its leaders were drawn from the great agency houses which considered 
themselves responsible to the large body of British shareholders with 
investments in rubber. The British Government was moved to action 
not merely by this sectional pressure but also by considerations of 
national interest and public responsibility. By the twenties the United 
States had become the chief market for rubber and at a time when 
policy was being directed towards restoring sterling to former parity 
with the dollar, the British Government was anxious to earn as many 
dollars as possible from this export. At the same time it was believed 
that American interests had in mind to buy estate companies when the 
latters’ financial position was such as to compel a sale at very low 
prices. 1 Finally, the authorities in Malaya were troubled by the probable 
political and social consequences of a prolonged slump in rubber. 
Many Chinese estates had been opened on borrowed money and the 
whole credit structure of the Chinese and Indian communities was in 
danger of collapse. 

These considerations led to the appointment in October 1921 of the 
Stevenson Committee on which the estate interests predominated. In 
its first report the Committee recommended compulsory restriction on 
condition that the N.E.I. participated. Although the Dutch Rubber 
Growers’ Association was anxious to negotiate about this scheme, the 
N.E.I. Government refused to co-operate. In its second report the 
Stevenson Committee, despite this rebuff, recommended compulsory 
restriction for Malaya, as the Rubber Growers’ Association had 
received promises of voluntary support from a number of N.E.I. 
estates. The scheme proposed by the Committee was approved by the 
British Government and took effect from November 1922. 

Under the scheme each rubber producer in Malaya was assessed for 
a standard production which was related to his output for the year 
ending October 1920, and his actual output was subsequently limited 
to a proportion of this standard. The initial quota was 60 per cent of 
standard. Variations in it were to be made quarterly as average prices 
diverged from the norm, and the extent of these variations was laid 
down in the agreement. The sanction imposed was a prohibitive export 
duty on amounts in excess of quota. The scheme did not restrict 
replanting or new planting, but an official ban was placed on the aliena¬ 
tion of land for rubber. This ban had a powerful influence on the future 
development of the industry, and except for a modification in 1939-40 
it remained in force until after the Second World War. 

When the scheme came into force many of the estates reduced, and 
even repatriated, their labour force. Thus productive capacity as well 
as output was curtailed. This occurred just when the United States was 
1 Whittlesey, op. cit ., p. 25. 
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recovering from the post-war depression and was about to enter upon 
a period of great general prosperity accompanied by a vast expansion 
in the American motor industry. The coincidence of restricted output 
and expanding demand led to a steep rise in rubber prices which in 1925 
reached very high levels indeed. These prices gave rise to complaints in 
America of what would now be called ‘gouging’, and although the 
estate assessments were modified and the quota raised to 100 per cent, 
the Malayan plantations, having contracted their capacity, were unable 
to raise output correspondingly. It was otherwise with the Netherlands 
East Indies. Producers in that country, both estate companies and 
smallholders, were stimulated by the high prices not merely to increase 
their planting but also to introduce improvements in methods of cultiva¬ 
tion designed to raise yields. The consequence was that between 1922 
when the Stevenson scheme began and 1928 when it was abandoned, 
the export of rubber from the N.E.I. rose from 103,000 tons to 228,000 
tons, while the increase in exports from Malaya was only from 212,000 
tons to 294,000 tons. 1 

The restriction appears to have had a pernicious effect upon the 
efficiency of the Malayan industry. When in 1928 Malaya lost the 
illusory shelter of the Stevenson scheme and was thrown back on cost- 
reduction as a means of remaining competitive, she had to import bud 
stocks and selected seeds from Indonesia. 2 Further, the scheme 
damaged the goodwill of the Malayan producers among their chief 
customers in the United States who were encouraged to seek for alterna¬ 
tive sources of supply. The Firestone Company opened rubber estates 
in Liberia and the Ford Company in Brazil, while efforts to economise 
in the use of new rubber led to the rise of a reclaiming industry. 

5. Depression and Technical Progress 

The restriction scheme had been in force during a period in which 
the secular trend of demand was rising sharply. It was abandoned just 
before that trend was reversed, with the result that during the World 
Depression the industry was given over to unregulated competition. 
Between 1929 and 1932 the average price of rubber on the London 
market fell from lOJrf. a pound to 2 &d. a pound. 3 Consumption 
declined comparatively little. In 1932 it was only 120,000 tons less than 
in 1929 when it was 800,000 tons. 4 The whole of this decline occurred 
in America. The response of the different sections of the industry to 

1 These are figures of net exports. They understate the Malayan and overstate 
the N.E.I. exports for 1928. Some rubber was smuggled out of Malaya during the 
operation of the Stevenson scheme, and this rubber was afterwards imported into 

Malaya as N.E.I. native rubber. Cf. McFadyean, op. cit., pp. 227-8. 

* Whittlesey, op. cit ., p. 78. 8 McFadyean, op. cit., p. 239. 

4 Knorr, op. cit., p. 102. 
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the depression, under conditions of unrestricted competition, is illu¬ 
minating. While the smallholders' output declined heavily, especially 
in Indonesia, the estate production remained fairly constant. This was 
because when rubber prices fell to very low levels, the smallholders 
ceased to tap their trees and devoted themselves to other types of 
cultivation, or simply preferred to enjoy more leisure; whereas the 
estates with their heavy specific investment and their high overheads, 
and with marginal costs far below average costs, had every inducement 
to maintain output. 

However disastrous the depression may have been from a financial 
standpoint, it was certainly instrumental, as the post-war depression 
had been, in eliminating waste that had been accepted during periods 
of high prices. Among the improvements that lowered costs, either 
immediately or in the long run, were the adoption of new tapping 
systems, the abandonment of clean weeding, the introduction of high- 
yielding plants, and the use of more efficient machinery in the estate 
factories where the rubber was processed. Productivity per labourer 
grew substantially. At the same time it was found possible by the 
employment of Asian conductors to reduce the number of expensive 
Europeans in supervisory work. In 1932 only one European was 
normally employed on an estate of from 1,200 to 1,600 acres, whereas 
in 1928-9 there were two and before the First World War four. 1 There 
were considerable reductions in salaries and wages, directors’ fees and 
agency house commissions. The total effect of all these economies was 
very striking. It is estimated that for the companies registered in 
Malaya the costs of the highest cost producers in 1932 were only 
five-eighths of those of the lowest cost producers in 1929. 2 

The industry thus showed resilience when faced with the catastrophic 
market situation, and very few British companies were driven into 
bankruptcy or had to be reorganised. It was a merit of the ill-fated 
Stevenson scheme that it at least enabled concerns to accumulate 
reserves to tide them over the depression period. On the estate workers 
the economies had very harsh effects. The reduction in their wages 
was, at this time, mitigated by the sharp fall in the cost of liv ing . But 
employment declined precipitately. The number of workers on the 
estates fell from 258,000 in 1929 to 145,000 in 1932. 8 The F.M.S. 
Labour Department repatriated many thousands of these workers and 
their dependants to India—an extreme example of the export of 
unemployment during the World Depression. 

The extremely low price of rubber convinced the Malayan estate 
producers that the only remedy was another compulsory restriction 
scheme of a more comprehensive type than the Stevenson scheme. The 
N.E.I. Government, however, hesitated to commit itself, partly because 
1 Bauer, op. cit., p. 254. * Knorr, op. cit., p. 104. * Bauer, op. cit., p. 225. 
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the estates in its territories included an exceptionally high proDortion 
of low-cost producers, and partly because of the difficulties in regulating 
the output of the smallholders. But since the government had agreed 
to control schemes for tin and sugar in 1931, it could hardly oppose the 
regulation of rubber on the ground that it offended against liberal 
economic principles. After protracted negotiations an International 
Rubber Regulation Agreement, with a currency of four years, was 
ratified in 1934 by the British, Dutch, French and Siamese Governments. 
At that time these governments were responsible for territories which 
provided over 98 per cent of the world’s rubber exports. A quota, based 
primarily on average exports for the period 1929-32, was allotted to 
each territory. New planting, with a few exceptions, was forbidden and 
replanting was restricted; but provision was made for raising the quotas 
as immature trees came into tapping. This last provision was an advan¬ 
tage to Indonesia as it had more immature plantations than Malaya. 
Further additions to the Indonesian quota were made on the discovery 
that the smallholdings in that country were far more extensive than had 
been estimated. Consequently, while in 1934 Indonesia’s basic quota 
was only 352,000 tons compared with 504,000 for Malaya, by 1939 the 
two quotas were almost identical at about 630,000 tons, 1 and in that 
year Indonesia’s net exports for the first time exceeded Malaya’s. 2 The 
administration of the agreement was in the hands of the International 
Rubber Regulation Committee on which the governments of the 
participating countries as well as the estates were represented. The 
committee’s chief task was to decide on the exportable percentages of 
the basic quotas. 

In Malaya an official Controller of Rubber administered the Agree¬ 
ment. The estates were usually assessed on their output during the 
period 1929 to 1932, while the smallholders were assessed by district 
officers according to a prescribed scale. In Indonesia the government 
allotted individual export licences to the estates; but they dealt with 
the smallholders by imposing a special export duty on their rubber. 
The proceeds of this were applied to expenditure on native welfare. The 
government found itself obliged to increase the duty repeatedly in order 
to keep the smallholders’ exports within the prescribed limits, and then 
in 1937 it registered the holdings and allotted export licences to them 
as for the estates. A second registration in 1939 showed that the area 
under native rubber had been much under-estimated on the previous 
occasion. 

It is now generally agreed that the smallholders, both in Malaya and 
in Indonesia, were under-assessed as compared with the estates and that 
the various restrictions discriminated against them in other ways. For 
instance, the limitations on planting and replanting were especially 
1 Yates, op. cit. % p. 122. * McFadyean, op. cit., p. 229. 
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detrimental to them. This was particularly true of those with very small 
holdings for, in the absence of restriction, such producers with ageing 
trees would norma lly have planted new land instead of replanting their 
existing holdings. Further, the scheme was introduced at a time when 
the smallholders were expanding their rubber acreage faster than the 
estates, and the preservation of the status quo thus artificially checked 
their development to a greater extent. The scheme is, therefore, open 
to criticism on general economic grounds as well as for distributional 
reasons. 

These criticisms are valid for both countries, but it seems probable 
that the discrimination was greater in Malaya, where the ban on the 
alienation of land for rubber (which bore very hardly on the small¬ 
holders) existed from 1922 until after the Second World War. More¬ 
over, the conditions in the two countries meant that evasion was much 
easier in Indonesia than in Malaya. It may be argued that the social 
effects of this discrimination were mitigated by the high elasticity of 
substitution between various crops on the native holdings. But if the 
estates were less flexible, this must surely be counted against them in 
any judgement of the relative efficiency of the two sectors of the 
industry. It would seem that the adjustment of the estates to the 
restriction was limited to the planting of their reserve land with other 
crops, mainly oil palms. 1 

The operation of the restriction scheme did not prevent substantial 
technical progress to which contributions were made both by the 
individual estates and by the organised research bodies which they 
financed. Rubber manufacturers also played an important part. A 
permissive clause of the International Rubber Regulation Agreement 
had provided for co-operative research between signatories, and for the 
levying of a cess to finance it. In Malaya the funds thus raised were 
applied to the work of the Rubber Research Institute founded in 1926 
to take over research previously performed by the Department of 
Agriculture and the Rubber Growers’ Association. Some of the money 
was also used to finance bodies engaged in propaganda and in funda¬ 
mental research into the properties of rubber. In Indonesia the 
co-operative organisation sponsored by the estates, namely the Alge- 
mene Landbouw Syndikaat, with its research station at Bogor, and the 
Algemene Vereniging van Rubberplanters ter Oostkust van Sumatra 
(A.V.R.O.S.) with headquarters at Medan, undertook many research 
activities. 

By the outbreak of the Pacific war remarkable progress had been 
achieved in the introduction of high-yielding rubber-trees through the 
practice of bud grafting and the use of seeds from proved clones. Areas 

1 Just before the Second World War about half the rubber exports of Indonesia 
and three-fifths of those of Malaya came from the estates. 
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planted with the best material were then yielding annually more than 
1,000 lb. an acre, twice as much as those planted with ordinary rubber 
In Malaya, the Dunlop Plantations Ltd., and Malayan Fertilisers 
Ltd. (an associate of Sime Darby and Company) experimented with the 
use of fertilisers. Malayan-American Plantations Ltd. (a subsidiary of 
the United States Rubber Company) led the way in research into the 
mechanisation of estates. The rubber manufacturing firms were largely 
responsible for an entirely new type of rubber export. In the early days 
all rubber had been exported in a dry condition, as sheet or crfcpe. 
During the inter-war period Dunlop and the United States Rubber 
Company discovered methods of preserving and concentrating latex, 
and on the eve of the Second World War large quantities of latex were 
being exported. The growth in demand during the thirties is mainly 
attributed to Dunlop’s invention in 1928-9 of latex foam for use in 
upholstery. 

While the rubber manufacturers made their contribution to technical 
progress in the plantation industry, the estate companies took a share 
in the innovations on the manufacturing side. Such was the case with 
the discovery of Linatex. Among the recruits to Harrisons and Cros- 
field’s estates in Malaya after the First World War was a young man, 
Bernard Wilkinson, whose training for a medical career had been 
interrupted by army service. He put his scientific knowledge to good 
use in his new career and undertook chemical experiments with latex. 
Eventually he succeeded in devising a process for making especially 
resilient rubber suitable for anti-abrasive and other purposes in the 
engineering industry. This he called Linatex. In 1926, with Harrisons 
and Crosfield’s financial support, he established Wilkinson’s Process 
Rubber Company and built a factory in Malaya for the production 
both of Linatex itself and of articles manufactured from it. Some of 
the material was sent to the United Kingdom where it was fabricated 
in a factory run by an associated company of Harrisons and Crosfield. 
During the Second World War this factory made self-sealing linings for 
fuel tanks. Thus, if Western enterprise was in retreat before the advance 
of the smallholders so far as the production of common forms of rubber 
was concerned, it still had an ample contribution to make in organising 
the application of science to the industry. Some of the technical dis¬ 
coveries could be shared by the smallholders, but inevitably Western 
firms had easier access to them. This consideration became of increased 
importance after the Second World War. 

6. Malayan Rubber in War and Emergency 
The industry’s productive capacity suffered less during the Japanese 
occupation than that of most other plantation industries. It is true that 
estates and smallholdings were left untended. Young rubber-trees 
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suffered permanent damage through failure to thin them out. There 
were no new plantings. Lallang overgrew many of the plantations, and 
estate buildings, machinery and equipment were damaged by looting 
and neglect. Yet comparatively few trees were cut down to make room 
for food crops—only 2 per cent of the total acreage was so affected in 
Malaya—and the enforced rest caused flush yields when tapping was 
resumed. The gravest losses were in labour. Many of the European 
managers and assistants were killed in the fighting or died in internment 
camps and others were broken in health. Normal recruitment was, 
of course , interrupted. The Asian labour force also had been greatly 
reduced . So in 1945 the industry throughout South East Asia 
found itself faced with a serious shortage of skilled and experienced 
men. 

The record yield in the immediate post-war years disguised for a 
time the deep-seated changes in the condition of the industry. Rubber 
cultivation is a type of agriculture in which high output and high 
productivity in the present may be attained, at the expense of future 
output and efficiency, by running down assets. Unless the industry was 
content to consume its capital it had to deal, therefore, with arrears of 
maintenance and replanting incurred during the war years. The com¬ 
panies had liquid resources which could be applied to these purposes, 
and in Malaya the government furnished loans for rehabilitation and 
eventually paid war-damage compensation. But these financial prob¬ 
lems, for which remedies were at hand, were soon over-shadowed by 
difficulties of another sort. Western enterprise had hitherto flourished 
in a congenial political environment. It now had to breathe the har$h 
air of Asian nationalism and political insecurity. In Malaya after 1948 
the Communist uprising introduced new dangers and threw obstacles 
in the way of recovery. The estates lost men and property through 
terrorist activities. They had to incur heavy expenditure on security 
measures and to pay higher insurance premiums. In many instances 
labour productivity was reduced through curfew restrictions. These 
conditions did not encourage the recruitment of European staff to 
replace those lost during the war, although some estate groups appar¬ 
ently met with little difficulty, and experienced planters for a time 
remained scarce. 1 The conditions were equally unfavourable to invest¬ 
ment in replanting the estates. Apart from the temporary effects of the 
Emergency the whole political future of Malaya was seen to be in 
jeopardy. Nor were political hazards the only type that faced the post¬ 
war industry. The expansion of synthetic rubber production during 
and after the war had created a form of competition against which the 
old weapon of the restriction scheme was bound to be wholly ineffective. 

1 On an important estate of 13,000 acres in 1952 the most experienced European 
employee, apart from the manager, had been in Malaya for only two years. 
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For these reasons, some of the confidence shown by Lampard and the 
pioneers in the future of rubber had by this time evaporated. 

Nevertheless the companies did much to adjust themselves to these 
uncongenial conditions. They dealt with the shortage of European staff 
by reorganisation and by an altered distribution of duties. For instance, 
European staff was economised by the amalgamation of estates to form 
larger units of management. Before the war a manager without a Euro¬ 
pean assistant normally supervised an estate of up to 2,000 acres. M\et 
the war it was the practice to place a manager with one or two 
assistants in chatge of 5,000 acres. This policy, it is widely believed, can 
be carried further with considerable advantage. 1 Even before the* war 
there was a tendency to replace Europeans by Asians in supervisory 
tasks. This tendency has perforce been strengthened and all the larger 
estate groups now employ a considerable number of locally recruited 
staff. 

In the last few years some of these difficulties in recruitment have 
been overcome and by 1955 there were again plenty of applicants for 
Malayan posts. 2 But the opportunities for Europeans on estates are 
contracting with the growth in the number of educated Asians. As 
elsewhere in the East, plantation companies, moved both by their wish 
to reduce overhead costs and also by the necessity of yielding before 
the insistent demand that Asians should be appointed to posts of 
responsibility, have introduced schemes for training local recruits to 
the industry. Several groups of companies have begun to train Asian 
planters under the supervision of senior members of their staff. 

The fall in the size of European staff on the estates can also be attri¬ 
buted in some degree to alterations in the technique of rubber-growing. 
As in other industries, the application of science and the more elaborate 
organisation of production and marketing have transferred skill from 
the actual productive process to the planning and research departments. 
Indeed, in the 1950s some of the largest estates groups employed even 
more Europeans than before the war. For example, Socfin which at 
that time reckoned to employ one European (either on the estates or 
at Malayan headquarters) to every 2,000 acres in 1952 employed one 
European to every 1,000 acres. But most of this increased staff was 
to be found not on the plantations but at the Malayan head offices as 
specialists and research workers. 

Rationalisation of this type has not always been pursued with the 
vigour that might have been expected because of the reluctance of many 
of the larger companies to increase their commitments in Malaya. Some 

1 One factor that has brought about a reduction in the staff required is the elimina¬ 
tion of malaria. In the early days of the industry when estates of 2,000 acres carried 
a staff of six or seven Europeans, at any time half the staff might have been in¬ 
capacitated by malaria. 2 The Times , 28 September 1955. 
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lack of confidence in the future of natural rubber, together with the 
uncertain political prospects, has also impeded new planting. By the 
end of 1953 half the rubber-trees (on both the estates and the small¬ 
holdings) were at least thirty-three years old, and according to widely 
held views should have been replanted. 1 During the boom at the time 
of the Korean war a special cess, varying with the price of rubber, was 
imposed on exports to provide a fund to assist replanting. For small¬ 
holders this was supplemented by a grant from the Colonial Develop¬ 
ment and Welfare Fund. The Mudie Mission, set up in 1953 to inquire 
into various problems of the Malayan rubber industry, stressed the 
necessity for replanting; for, it argued, only by the use of high-yielding 
trees could natural rubber hope to remain competitive with synthetic 
rubber. Although this proposition did not meet with universal accep¬ 
tance, many of the estates have, in fact, been replanted with high- 
yielding material since the war. Up to 1954 the area so replanted 
amounted to 300,000 acres, 15 per cent of the total area of the rubber 
estates. Replanting by the smallholders has been far less, although after 
the institution of the smallholders’ Replanting Scheme in 1952 about 
50,000 acres were replanted in that section of the industry. 2 But it is 
certainly not obvious at the present lime that an increased invest¬ 
ment in expansion would be justified. The Mudie Mission evidently 
realised the risks that would attend any such investment when it 
recommended that estates should be allowed to draw on the Replanting 
Fund for planting crops other than rubber—in other words, that liquid 
capital should be diverted to new crops. A number of companies have, 
in fact, already tried to spread their risks by turning over some part of 
their former rubber estates to oil palms and tea, and some have made 
experimental plantings with cocoa. Periodical adjustments in the types 
of crops produced by the plantation industries have been characteristic 
of their history and will doubtless continue. 

Some concerns have thought not so much of spreading their risks 
within Malaya as of providing a hedge against the political and econo¬ 
mic dangers ahead by extending their interests outside Malaya, or even 
by withdrawing capital from the country. Thus in 1950 Guthries 
acquired their first interests outside the East with the promotion of a 
subsidiary company in Rhodesia. Harrisons and Crosfield, a firm whose 
activities were already widespread, have added to their interests in 
Canada. The withdrawal of capital by some European firms has been 
attended by a growth in the share of the industry held by Asians. To 
some extent this has come about through the purchase of European 
estates by Malayan Chinese. Most of these were marginal, either 
because their location exposed them to a high security risk, or because 

1 Mission of Inquiry into the Rubber Industry of Malaya, Report (Mudie Report), 
p. 12. 2 Hansard , 9 March 1955 (answer to a written question). 
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their small size, or the age of their trees, made them uneconomic units 
when under European management. They included some of the last 
surviving proprietary estates, the owners of which were particularly 
anxious to withdraw capital from Malaya. The Chinese capital used 
for the purchases came largely from the profits of rubber trading, and 
during the Korean rubber boom the new owners were able by ‘slaughter 
tapping’ to recover their investment within two years. If conditions are 
indeed such as to justify a withdrawal of capital from rubber-growing, 
this method of capital consumption on the marginal estates is a rational 
way of achieving it. Certainly it accorded well with the traditional 
preference of the Chinese for quick returns on investments. The 
Chinese were also among the chief buyers of plantations formerly 
owned by the Japanese and they have increased their shareholdings in 
rubber companies under European control. 

Nearly all the estates recently acquired by Chinese, like those that 
have long been in their possession, have the legal form of proprietary 
estates or private companies. Their average size is small, as the table in 
Appendix VI (c) shows, and there has been no tendency for the Chinese 
companies to amalgamate or to pass under the control of groups 
similar to the European agency houses. As already implied, the propor¬ 
tion of high-yielding material on the Chinese as on the other Asian 
owned estates was much smaller than on the European estates. This is 
in accord with what might be expected from a knowledge of the relative 
advantages of the undertakings operated by different racial groups. 
The optimum size of a European owned estate has increased in recent 
years and is now very large. European undertakings cannot be con¬ 
ducted profitably unless they make use of up-to-date methods and 
high-yielding materials. It is natural, therefore, that European enter¬ 
prise should be confined increasingly to the sector of the industry that 
satisfies these conditions, and that small estates and low-yielding 
material should pass into the hands of Asians whose special advantages 
lie in different directions. 

One of the most important changes to which the estates had to adjust 
themselves after the war took place in the composition and temper of 
their labour force. Immigration from India had been checked by the 
Indian Government in 1938 and came to an end during the war. This 
brought to a final conclusion one of the most remarkable phases of 
international migration in modern history. The result was that, after 
the war, the workers on the estates were no longer transients but 
regarded Malaya as their home. This affected relations with their 
employers. In pre-war days the attitude of the companies towards 
their workers had been paternalistic. In their own interests as well as 
for the welfare of their workers they provided housing, schools, 
hospitals, medical services and other amenities. By Asian standards 
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the working conditions had been good, but the Malaya-born generation 
of workers resented their dependence on the employers for services 
which in contemporary societies are normally the concern of the State. 
The heavy demands on the public purse caused by the Emergency 
reduced the capacity of the government to take over these services, 
notably housing, which remained to a large extent the responsibility of 
the companies. Yet the government was not unsympathetic to the claims 
of the workers for independence, and immediately after the war it 
encouraged the growth of trade unionism among the estate labourers, 
who formed the largest single group of employees in the country. At 
first the movement was captured by the Communists and was concerned 
exclusively with political action. After the expulsion of the Communists 
the Plantation Workers Union of Malaya, and its successor the National 
Union of Plantation Workers, directed their main attention to collective 
wage bargaining and discharged the normal functions of trade unions 
with restraint and good sense. The more far-sighted rubber companies 
welcomed the growth of responsible trade unionism, but there were 
some among the employers who regarded these developments in labour 
relations without enthusiasm. 

The changed political and economic conditions also affected the 
smallholders. We have seen that the claim that the pre-war restriction 
schemes discriminated against them is not easy to refute, although it 
may at times have been presented too strongly. It has also been asserted 
that the benefits of research and of official assistance to the industry 
were enjoyed mainly by the estates. Whatever justice there may be in 
this view, the criticisms of policy have certainly been instrumental in 
persuading the government to greater solicitude for the interests of the 
peasantry. The creation in 1951 of the official Rubber Producers’ 
Council on which smallholders as well as estates were represented gave 
the former means of asserting their opinions when the claims of the 
rubber industry were being put before the government. Besides this, 
several organised bodies of smallholders have come into being in 
different parts of the country and have been able to exercise an influence 
on official policy. 

These developments in organisation occurred opportunely, for a 
conjunction of circumstances disturbed the foundations of peasant 
undertakings. The long-continued ban on the alienation of land for 
rubber and the rigid restrictions on planting and replanting left them 
after the war with a high proportion of old rubber. Since the war the 
smallholders whose access to innovations derived from scientific inquiry 
is inevitably more difficult than that of the estates, have been slow to 
interest themselves in high-yielding material except where, as in Johore, 
they formed an efficient association to promote its adoption. The 
government has tried to assist them through the advisory service 
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provided for smallholders by the Rubber Research Institute and by 
replanting grants, while soon after the war the ban on replanting was 
removed. Nevertheless, although the smallholders’ proportion of the 
production has been maintained, the new technical and market condi¬ 
tions may be relatively unfavourable to them in the long run. This is 
not merely because they have been backward in planting high-yielding 
material, but also because they cannot readily avail themselves of 
the new methods of preparing rubber for the market, methods which 
have been forced on the industry by the competition of synthetic 
rubber. 

One of the advantages of the synthetic product is that its composition 
and technical qualities are consistent, whereas in the past consignments 
of natural rubber often varied widely. Certain estates in lndo-China 
were the first to attempt to eliminate this disadvantage by classifying 
their products according to inherent technical qualities. This practice 
was introduced into Malaya by Socfin in 1949, and it was not long 
before the estates in that group were selling all their first-grade rubber 
on specification as Technically Classified Rubber (T.C.R.). The Rubber 
Research Institute helped to spread knowledge of T.C.R. and set up a 
classifying station. In 1953 about 28,000 tons of T.C.R. were exported 
from Malaya. Nearly all this came from the estates. 1 Smallholders do 
not pack their rubber themselves and so cannot classify it indivi¬ 
dually, although arrangements for classification in the godowns have 
lately been made. 

Other innovations designed to overcome the threat from synthetic 
rubber were the production by a chemical process of cyclised rubber 
for shoe soling and the co-precipitation of latex and carbon black. The 
Rubber Research Institute and other British research associations, in 
co-operation with the leading firms, helped to promote both these 
ventures. Cyclised rubber, for example, was first produced in Malaya 
under the guidance of an expert from a research association and was 
marketed by a subsidiary of Harrisons and Crosfield. Some of the large 
companies have built latex concentrating plants and the export of latex 
has increased substantially; in 1953 it amounted to 74,000 tons dry 
rubber content. 2 

In these new products the smallholders have been at a disadvantage. 
When the demand for latex was strong, dealers and Western firms made 
arrangements for its regular purchase from them. But, as is usually the 
case with peasant producers, the smallholders had difficulty in providing 
a product of the uniform quality necessary to satisfy the market. It may 
be that these disadvantages will be overcome in part by the provision of 
centralised organisation, either by co-operative efforts among the 
peasants themselves or by the public authorities which since the war 
1 Rubber Statistics Handbook 1953 , p. 124. 8 ibid., p. 116. 
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have given much financial support and encouragement to the small¬ 
holders and their co-operativcs. (In 1954 there were twenty-two co¬ 
operative societies engaged in marketing rubber.) 1 Progress has also 
been made by the research bodies in devising procedures, which have 
been applied in the test stations, for preparing uniform bales of small¬ 
holders’ rubber and for its technical classification. Obviously the future 
prosperity of the smallholders will depend closely upon the success of 
measures of this kind. 

7. Plantation Rubber in the Republic of Indonesia 
In Indonesia the war and post-war period brought problems broadly 
similar to those faced by the rubber industry of Malaya. For the 
planters of Java and Sumatra, however, the political troubles and 
changes of the period gave rise to exceptionally grave difficulties. The 
disturbed conditions that attended the struggle for independence did 
not cease with its achievement in 1949. To the prevalent insecurity of 
life and property there were added the uncertainties of a nationalist 
administration to which enterprises inherited from the unregenerate 
days of Western Imperialism, though still economically necessary, were 
politically abhorrent. Through the activities of bandits some estates 
could not be re-occupied by their owners and others became unwork¬ 
able. Such estates often passed into the hands of local Indonesians, 
sometimes without payment. For instance, the presence of marauding 
bands prevented until 1949 the re-occupation of the Chipatoojah (West 
Java) Rubber Estate, a property of about 1,400 acres planted with 
high-yielding grafts. Possession was at length recovered; but the 
insecurity was such as to make the estate unworkable, and it was leased 
to an Indonesian syndicate, which in turn found the conditions in¬ 
tolerable. 2 Even where disorder was less prevalent, there was, at any 
rate in the Outer Provinces, a chronic shortage of estate labour. This 
was accentuated during the boom of 1951, for the labourers left the 
estates, which pay fixed wages, to work as share-croppers on small¬ 
holdings. In general, the discipline among estate workers deteriorated 
and with it their productivity, while at the same time their increased 
bargaining power enabled them to obtain much higher wages than in 
pre-war days. The decline in the standard of honesty led to heavy losses 
of latex through theft. European staff continued to be scarce, not merely 
because of reluctance to enter the industry but also because of difficulties 
in obtaining visas from the Indonesian Government. This shortage 
reduced the efficiency of management and supervision which, to an 
increasing extent, had to be entrusted to the relatively inexperienced 
Indonesians. 

1 Federation of Malaya, Annual Report 1954 , p. 395. 

2 India-Rubber Journal , 20 February 1954, p. 2. 
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These conditions were incompatible with the employment of up-to- 
date methods of cultivation. For example, in order to make the best 
use of bud grafts and other modern planting material, it is necessary to 
plant more trees than can be sustained in maturity. The less promising 
trees must subsequently be thinned out in successive stages. But this 
practice calls for adequate supplies of reliable labour and for skilled 
supervision. Neither of these factors was sufficiently present in Indo¬ 
nesia after the war. Ingenuity was shown in devising expedients to 
overcome these difficulties. But, as a despondent expert recently stated: 
\ . . the best measures have become less practicable. Planters have to 
do the best they can in the changed circumstances.’ 1 

The rise in the cost of production might have been accepted with 
resignation, at any rate during the periods in which rubber commanded 
high prices, if the long-term prospects of rubber-growing had not been 
dimmed by government policy. Many of the leases will expire during 
the next ten or fifteen years, and it is very uncertain whether they will 
be renewed and, if so, on what terms. Since rubber-trees take many 
years to mature and form an investment which yields its return over a 
long period, this uncertainty is a strong deterrent to replanting. 
Consequently, although a large part of Indonesia’s rubber acreage is 
past its prime, the amount of replanting undertaken since the war has 
been very small indeed. Yet the future of the industry in Indonesia no 
less than in Malaya turns on the use of high-yielding material. In 
March 1955 the chairman of the United Serdang (Sumatra) Rubber 
Plantations Ltd., a pioneer company in the development of rubber 
plantations, recorded that rubber replanting by his firm had been 
confined to some small experimental areas and that some 60 per cent 
of the planted area owned by the company carried unselected trees over 
thirty years old. ‘The backlog of planting’, he added, ‘mounts year by 
year.’ 2 Only on the government’s rubber plantations has much 
replanting taken place. 

Another deterrent to Western enterprise was the Indonesian 
Government’s tax policy. In addition to a high tax on company profits 
and, during periods of boom, high export duties, the government in 
1954 imposed a levy of 66§ per cent on profits remitted abroad; this 
levy was made retrospective. Sir Eric Miller, addressing the share¬ 
holders of a rubber company at this time, stated: ‘We are still awaiting 
permission to effect a remittance in respect of 1952-3, and can now 
receive only about £24,000 after paying the equivalent of £16,000 by 
way of levy, £37,500 in Indonesian company tax, in addition to export 
duties equivalent to £41,000.’ 3 The situation of that company was 
typical of the industry as a whole. The Economic Commission for Asia 

1 ibid., 31 July 1954, p. 4. 

8 The Times , 25 March 1955. 
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and the Far East referred to the inability of many of the estates to cover 
their costs at a time when new investment was urgently needed. ‘Owing 
to the pre-war restriction scheme, the war and the unsettled conditions 
of the last few years’, it was stated, ‘only an insignificant percentage of 
the trees are less than twenty years old. Under present cost-price 
relationships the industry continues to live on its capital.’ 1 In a situation 
in which even those companies that can still make profits are unable to 
retain or to remit them, there can be little incentive to further investment 
by private concerns. 

This does not mean that there has been no new investment at all, nor 
that technical progress has been at a standstill. The government-owned 
plantations, the acreage of which has been increased through the trans¬ 
ference of private estates to public ownership, have been extensively 
replanted; but these still make up a very small proportion of the whole. 
Some of the private companies, unable to remit profits except at a 
heavy discount, have built plants for preparing latex for export. The 
Holland-Amerika Plantage Mij., which was a pioneer in the preserva¬ 
tion and bulk shipment of latex from Indonesia, extended its plants 
after the war and the R.C.M.A. constructed special latex bulking 
stations at Belawan and set up latex plants on four of its estates. 
Furthermore, the research centres operated by the industry opened 
testing stations for the classification of rubber and studied the adapta¬ 
tion of estate practices to post-war conditions. But Indonesia, which 
in the thirties had been ahead of other countries in technique, has now 
fallen behind Malaya in the use of up-to-date methods, including, for 
example, the production of T.C.R. 

Some Western-owned estates have been sold to Indonesians and 
Chinese who hoped to make quick profits by ‘slaughter tapping’. 
But actual sales, as distinct from the abandonment of holdings, have 
been far fewer than in Malaya, partly because the proceeds could not 
be remitted, and partly because the risks inherent in present conditions 
have discouraged potential purchasers. The state of the Indonesian 
industry has induced a number of Sumatran estate companies recently 
to form a trust to use their sterling reserves to acquire holdings in 
rubber plantation concerns operating outside Indonesia. 2 

It is paradoxical that during a period in which the industry was 
hampered and frustrated, the output and export of Indonesian rubber 
not only expanded far beyond the pre-war quantities but also substan¬ 
tially exceeded those of Malaya. Indeed, in the early 1950s Indonesia 
became by far the largest producer of natural rubber. The growth 
has come about mainly through the steep rise in the output of the 

1 U.N.E.C.A.F.E., Economic Survey 1953 , p. 73. 

2 The Times , 25 March 1955. Report of United Serdang (Sumatra) Rubber 
Plantations Ltd. 
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smallholders whose production from 1949 onwards was much greater 
than that of the estates, although it must be admitted that the published 
figures, which include as smallholders’ rubber latex stolen from the 
estates, are an imperfect guide. The increases in the peasants’ output 
reflects the extreme flexibility of their enterprise to price changes. 
Between 1949 and 1951, for example, their output more than doubled 
in consequence of the steep rise in prices brought about by the Korean 
war and by American stockpiling. When the boom came to an end the 
output fell, and in 1953 it was only about two-thirds of that reached in 
1951. The estates, which were much slower to respond to the rise in 
prices because their workers transferred themselves to the smallholdings, 
increased their output substantially in 1952 as the workers returned. 1 

In normal circumstances the high elasticity of supply of smallholders’ 
rubber could be regarded as a symptom of strength and would be of 
general economic advantage, for the steady transference of resources 
from one use to another in response to changes in price is a mark of 
efficiency. Such a transference, moreover, is likely to reduce the ampli¬ 
tude of price fluctuations to which rubber is prone. The estates and 
smallholders could thus be regarded as complementary to one another, 
all making their special contribution. This analysis, however, takes no 
account of the condition of the industry’s assets. Smallholders’ rubber 
plantings are estimated to cover 1*3 million hectares with about 600 
million trees—about the same as in 1940. A large part of these plantings 
is over thirty years old, and methods of tapping during the boom 
periods have caused widespread deterioration in the trees. It is esti¬ 
mated that about 260,000 hectares of smallholders’ plantings are now, 
for these reasons, practically worthless, and the area is constantly 
increasing. 2 Thus high production by the peasants has been accom¬ 
panied, to an even greater extent than on the estates, by a very large 
consumption of capital invested in rubber. There could be no objection 
to this if resources had been shifted to crops which in the long run offer 
superior prospects; but this has not occurred in Indonesia either on the 
estates or among the smallholders. 

The danger is that Indonesia may become unable to compete, not 
merely with synthetic rubber but with natural rubber produced by other 
regions which have invested substantial new capital in high-grade 
planting material and in up-to-date processing plants. It would, how¬ 
ever, be very rash to attempt to predict the future of any section of the 
rubber industry in South East Asia. The future price of natural rubber, 
which turns not merely on the relative costs of the synthetic and the 
natural product but also on the movement of the total demand, is 
extremely uncertain. Similarly, the future cost of production depending 

1 U.N.E.C.A.F.E., Economic Survey 1953 , p. 73. 

* Indonesian Information , vol. 5, No. 9, September 1954, p. 7. 
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as it does both on technical advances in production and preparation and 
also on the opportunities presented by other crops is speculative. The 
relative importance of these factors on the estates and among the 
smallholders is also a matter of conjecture. Finally there is the political 
hazard. Of this, all that need be said is that Western enterprise will 
almost certainly have to operate in a far less favourable political climate 
than in the past. 
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AGRICULTURAL DIVERSIFICATION 

PALM OIL AND COCOA 


7. Palm Oil 

in general the agricultural raw materials exported from South East Asia 
were obtained from the cultivation of plants which had been introduced 
into the region by Europeans. This applies even to crops which today 
are extensively grown by peasant cultivators. An exception was the 
coco-nut which from ancient times was an important product of native 
agriculture and a major source of food and other materials for native 
consumption. When an export of copra began, the supply was obtained 
from the peasants. European plantation enterprise remained a secon¬ 
dary source of supply. 

The export of this commodity became considerable during the 
last decade of the nineteenth century, and with the steep rise in the 
European demand for vegetable oil in subsequent years it grew rapidly. 
Between 1900 and 1913 the export of copra from the N.E.I. increased in 
quantity more than threefold, 1 and in 1937 it was surpassed in value 
only by rubber, petroleum and tin. 2 In the case of Malaya exports of 
coco-nut products rose in value from 9 millon dollars (Malayan) in 
1906 to 17 million in 1912 and 36 million in 1929; in 1937 they stood 
at 31 million. 3 Neither the cultivation of coco-nuts nor the preparation 
of copra for sale required a large capital. The drying process was 
conducted in primitive kilns owned by the Chinese middlemen to whom 
the peasants sold their produce and from whom they obtained such 
credit as they needed. At the outset the interest of European 
concerns was limited to the exporting function, and when plantation 
companies took up the cultivation of the coco-nut, they normally 
planted it on estates laid out primarily for rubber or other crops. The 
superiority of the plantations over the native smallholdings in most 
branches of agriculture lay in their command over technical resources 
and capital and in their ability to prepare produce of uniform quality 
for meeting the needs of foreign markets. In coco-nut cultivation, 
however, these advantages enabled the estates to compete with the 
peasants only in special circumstances, as on the clay soils of West 
Malaya where investment in irrigation and drainage permitted the 
estates to secure high yields. Over the greater part of the region 
the peasant easily held his own. He did particularly well in Indonesia, 
1 Fumivall, op. cit., p. 337. * See Appendix IV, Table A. * See Appendix V. 
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where, it is estimated, about 95 per cent of the copra exports in 1938 
came from smallholders. 1 In Malaya, for reasons mentioned, the estates 
enjoyed a larger share of the industry. Yet even there they owned, in 
1953, less than a quarter of the 500,000 acres under coco-nut palms. 2 
The production of copra was thus not a major field of Western enterprise 
in either country. 

It was otherwise with the cultivation of the oil palm. For this the 
Western plantations possessed an overwhelming superiority. It was 
introduced into the region by Europeans, and it remained, as it had 
begun, almost exclusively an activity of Western enterprise. As with so 
many innovations in agriculture, initial experiments long preceded the 
appearance of a substantial industry. In 1848 the Buitenzorg Botanical 
Gardens received four plants, two from Mauritius and two from the 
Botanical Gardens at Amsterdam. These plants, which were of the 
same type, flourished in their new surroundings and are said to have 
been the progenitors of all the oil palms in Indonesia. 3 The N.E.I. 
authorities, encouraged by the home government, planted experimental 
plots both in Java and Sumatra, and for some years they provided a 
subvention for upkeep. In 1864 an official report stated that the 
experiment had been ‘a complete success . . . and that the palm tree 
grew as well if not better here than in its native country’. 4 Subsequently, 
further experimental plantings were made both by the government and 
by private estates; but although these also were botanically successful, 
there was no attempt to take up the cultivation of the oil palm as an 
article of commerce. For half a century after these early experimental 
plantings the tree was grown mainly for ornamental purposes, and the 
only use found for its nuts was paving roads. The long period of 
gestation is to be explained by technical and market reasons. Before 
the oil palm could become an economical source of vegetable oil, 
efficient methods of crushing the fruit and of transporting the oil had 
to be devised. Until the appearance of an urgent demand for vegetable 
oil early in the twentieth century, the ind ucement to solve these problems 
and to exploit the result was lacking. 

Meanwhile, Europeans in their African territories had been directing 
their energies towards improving the methods of cultivation. Machinery 
had been invented for expressing and preparing the oil, and by the 
beginning of the twentieth century central factories under European 
control had been set up to deal with the fruit obtained from the native 
African cultivators. This experience was first made available to the 
Netherlands East Indies by the enterprising Adrien Hallet, who had 

1 Boeke, Evolution , p. 23. 

8 Federation of Malaya, Annual Report 1954 , p. 139. 

3 A. A. L. Rutgers, Investigations on Oil Palms , p. 1. 

4 Quoted in Rutgers, op. cit. f p. 2. 
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latge interests m the oil-palm industry of the Congo. During a visit to 
Sumatra he observed a fine avenue of oil palms that fringed the drive 
of a friend’s house. He judged that the region was well suited to their 
commercial cultivation not merely because of the favourable climate 
and soil, but also because of the extensive areas of land available for 
large-scale plantations. 1 Investigations showed that it was reasonable 
to expect from the oil palm an immense superiority in yield over that 
of the coco-nut palm. While the latter gave from 1 to 2 tons of 
copra a hectare (that is to say, from 500 to 1,000 kilograms of oil), the 
former might be expected to yield at least 2 tons of oil as well as 450 
to 600 kilograms of palm kernels. 2 Accordingly Hallet planted several 
hundred acres with oil palms, for the most part on estates devoted to 
rubber and coffee, and in 1911 he established the first specialised planta¬ 
tion on a large scale at Poeloe Radja in Asahan. By 1915 there were 
about 2,600 hectares under oil palms on the east coast of Sumatra. 3 

At first Hallet’s venture was viewed with some scepticism by the 
established planters; but by the end of the First World War several 
estate companies in Indonesia had been won round to the views of the 
pioneer. Harrisons and Crosfield and several Dutch groups, including 
the R.C.M.A. and H.V.A., entered the new industry. In 1920 Doctor 
Rutgers, Director of the A.V.R.O.S. Experimental Station, was able to 
state: ‘The yield of palm oil in this region well exceeds that achieved 
in Africa. It is possible to bring in labour for the cultivation, while the 
markets for vegetable oils are almost unlimited. 1 can confidently leave 
to the heads of the great plantation companies the task of proving that 
Asia can rival Africa in this product/ 4 The industry was then on the 
eve of a great expansion. By 1922 the area under oil palms amounted 
to 28,000 acres, 6 and by 1930 the N.E.I. had forty-eight oil-palm estates 
with a planted area of over 150,000 acres. 6 During the same period 
plants for expressing the oil were built by the plantation companies. In 
1925-6 the practice of shipping the oil by tankers began, and large 
storage containers were erected at the port of Belawan. 

During the World Depression palm-oil prices fell, but the industry 
did not suffer to the same extent as most other South Asian plantation 
industries during the thirties, for the area was a cheap producer and the 
secular trend in demand continued upward. Although certain of the 
companies came to agreements with one another about marketing, no 
official restriction scheme was introduced, nor indeed would such a 
scheme have had any hope of success since palm oil was in competition 

1 Rutgers, op. cit„ p. 4. 

8 P. Miny, ‘La Culture du Palmier a Huile k Sumatra et en Malaisie’, in La Revue 
Coloniale Beige, No. 106, 1 March 1950, p. 156. 

8 Rutgers, op. cit ., p. 117. 4 Quoted in Miny, loc. cit., p. 157. 

6 Rutgers, op. cit., p. 117. 6 Fumivall, op. cit., p. 319. 

141 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

with many other kinds of oil. In spite of the market difficulties, the area 
under the crop was considerably increased in the course of the thirties; 
for planters, in the face of adverse conditions in the rubber-growing 
industry, found in oil palms a means of diversifying their interests and 
spreading their risks. By 1940 these trees were cultivated on sixty-four 
large estates in the N.E.I. of which fifty-six were in Sumatra. The 
planted area was about 270,000 acres, and exports then amounted to 
178,000 metric tons of oil and 29,000 metric tons of kernels. 1 A high 
proportion of these exports went to the United States, for which the 
N.E.I. was the chief source of palm-oil supply. 2 The relatively small 
output of Java was used in the local soap factories. The industry 
remained in the hands of great estate companies with very large 
plantations. 

In Malaya the development of the industry occurred more than a 
decade later than in Indonesia, and the Malayan planters could thus 
take advantage of the experience of the pioneers. As in the Netherlands 
East Indies, the oil palm had been known in the peninsula long before 
the growth in the demand for fats led to its commercial cultivation. 
Indeed, its first introduction into the country took place at the same time 
and through the same channels as that of rubber. In 1875 seeds of the 
West African palm arrived from Ceylon and were planted in the 
Singapore Botanical Gardens. Later, other plantings were made with 
seed from Kew, and in 1909 oil palms were reported to be in fruit in the 
Public Gardens at Kuala Lumpur and on the Batu Tiga Experimental 
Plantation. Samples of palm oil were exhibited that year at an agricul¬ 
tural show at Kuala Lumpur. 3 Yet it was not until 1917 that commer¬ 
cial planting was undertaken. The pioneer in this business was Henri 
Fauconnier, a Frenchman who had settled in Malaya in 1905. He 
obtained a job as an assistant on an estate through being able to repair 
a planter’s motor-car, one of the first in Malaya. After gaining some 
agricultural experience he started his own plantation in Selangor and 
built a house known as the Maison des Palmes because of some oil 
palms which he planted around it in 1911. Fauconnier was a personal 
friend of Hallet, and fired by the latter’s enthusiasm for the new cultiva¬ 
tion, and encouraged by the flourishing condition of his own trees, he 
planted oil palms on land originally intended for a coco-nut estate This 
was the first oil-palm plantation in Malaya; it later became part of the 
Socfin group. 4 

Little further progress was made in the industry until the slump in 

1 B.O.T., Indonesia, p. 42. 

a J. O. M. Broek, Economic Development of the Netherlands Indies , p. 130. 

3 B. Bunting, C. D. V. Georgi and J. N. Milsum, The Oil Palm in Malaya , p. 1. 

4 ibid., p. 2, and F. Leger, Les Influences Occidentales dans la Revolution de 
V Orient, vol. I, p. 174. 
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rubber after tbe First Woild War compelled the planters to look for 
alternative crops. In 1922 a traveller in Pahang remarked that he had 
observed ‘areas recently opened to the new palm oil industry’; 1 but no 
large-scale development occurred until 1924 when three rubber com¬ 
panies in the Guthrie group co-operated in the formation of Oil Palms 
of Malaya Ltd. The staff of the new concern acquainted themselves 
with methods of cultivation by visiting Sumatra, and in 1925 a consider¬ 
able area was planted with Sumatran stock. About the same time 
Guthries also sponsored the Elaeis Plantations Ltd., the first con¬ 
cern in Malaya to use the hydraulic process for oil extraction. Several 
other concerns, including the Socfin group with its already extensive 
properties in Sumatra, entered the new industry, and by the end of 1926 
45,500 acres had been alienated for oil palms of which 12,500 acres had 
been planted. 2 There were then nineteen estates. The rapid growth 
continued for several years. By 1933 there were thirty-two estates with 
64,000 planted acres. 3 

As in Indonesia the industry was confined to large plantations. 
Nearly four-fifths of the acreage in the early thirties was on ten estates 
with over 2,000 acres each; 4 this was then considered to be the minimum 
size for economical operation by a company. 5 Some of the estates were 
immense. For example, the Ulu Remis estate in Johore had 16,500 
acres under oil palm in 1950. The firms in control of these plantations 
were all very great businesses. Thus, the Hallet (Socfin) group owned 
over 22,000 acres of oil palms in Malaya just before the Second World 
War, 6 in addition to its other extensive interests. The growth of 
oil-palm production was stimulated by an expectation of high profits. 
In 1927 it was estimated that once the palms had come into bearing a 
profit of £10 an acre could be earned, and that this would yield, on the 
typical estate, a return of about 22 per cent on capital. 7 

When the price of oil fell during the World Depression most of the 
estates for a time ceased to earn profits. Progress was soon resumed, 
however, through the success of the companies in bringing down their 
costs. This occurred partly through wage reductions but mainly through 
technical improvements in cultivation, extraction and transport. Notable 
economies were obtained, for example, through new methods of ship¬ 
ment. At first the oil had been transported in wooden barrels. Then, 
as in Indonesia, bulk shipment was substituted, and this led to a saving 
of £4 a ton. 8 In Singapore the Malayan Palm Oil Bulking Company 
Ltd., founded and managed by Guthries, provided installations for 

1 J. W. Boyd Walker, Tours in the State of Pahang , p. 7. 

8 B. Bunting, B. J. Eaton and C. D. V. Georgi, ‘The Oil Palm in Malaya’ in the 
Malayan Agricultural Journal , vol. xv, September-October 1927, p. 304. 

8 Bunting, Georgi and Milsum, op. cit ., p. 5. 4 ibid., p. 5. 

5 Grist, Outline , p. 145. 6 Miny, loc. cit., p. 157. 

7 Bunting, Eaton and Georgi, loc. tit., p. 381. 8 Grist, op. cit., p. 145. 
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bulk storage and sale, and at Port Swettenham Socfin had its own 
bulk-shipment plant. 

During the thirties the F.M.S. authorities, intent upon the diversi¬ 
fication of the country’s economy, encouraged the spread of oil-palm 
cultivation. They made grants of land for this purpose on favourable 
terms at a time when there was a strict ban on the alienation of land 
for rubber and even on rubber planting on the reserve lands owned by 
the estates. The Department of Agriculture co-operated with companies 
already extensively engaged in research on genetics and methods of 
cultivation. So, in spite of the set-back in the early thirties, the outbreak 
of the Pacific war found 79,000 acres under oil palms 1 compared with 
64,000 acres in 1933. 2 The palm oil of Malaya, as of Sumatra, acquired 
a reputation for high quality when compared with the products of the 
West African peasantry. This was mainly attributable to the speed with 
which the fruit was brought to the factories and to the use of mechanical 
means of extraction. 

Both in Indonesia and Malaya the industry suffered seriously from 
the Japanese occupation, and it emerged from the war in a much worse 
condition than the rubber industry. This was mainly because of the 
destruction of its mechanical equipment. Until new machinery had 
been obtained, it was impossible for many of the estates to resume 
operations, and such machinery was not easily purchased immediately 
after the war. The subsequent history of the industry in the two 
countries afforded a striking illustration of the exceptionally grave 
obstacles encountered by Western enterprise in Indonesia. While the 
general shortage of plantation labour in Sumatra was a handicap to 
those estates that resumed operations, the turbulent political conditions 
and uncertain future inhibited investment both in restoring equipment 
and in replanting. Some estates were abandoned, and companies con¬ 
cerned with palm-oil production turned to other countries as more 
promising fields for development. The result was that in Indonesia the 
production and export of palm oil and kernels were substantially 
lower in the early 1950s than in pre-war times. 

In Malaya, on the other hand, although output was very low imme¬ 
diately after the war, by 1948 it had recovered to nearly four-fifths of 
the pre-war amount and the planted area had even increased. The 
world shortage of fats gave a strong inducement to the estates to extend 
their capacity and even the frustrating Emergency failed to prevent a 
rapid recovery. By the end of 1954 the number of estates had increased 
to sixty-three (from forty-nine in 1948) and the acreage had risen to over 
109,000 acres (compared with 83,000 in 1948). 3 Some of the expansion 

1 Far Eastern Economic Review , 1 June 1949, p. 695. 

2 Bunting, Georgi and Milsum, op. cit ., p. 5. 

3 Straits Times , 11 May 1949, and Federation of Malaya, Annual Report 1954 , pp. 138-9. 
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occurred through the planting of oil palms on land formerly under 
rubber or coco-nut. This tendency was encouraged by the government, 
which permitted the application of grants from the Rubber Replanting 
Fund to oil palms. Technical progress also was resumed. Some of the 
older estates were extensively replanted with high-yielding stock, and 
there were innovations on the extraction side of the industry. For 
example, Socfin built the first kernel oil extraction plant in Malaya. 
Since the war some part of the output has been consumed within Malaya 
by vegetable oil and soap factories, such as that established in 1952 at 
Kuala Lumpur by Lever Brothers. 

It is significant that palm oil has remained almost exclusively an 
estate crop. The main reason for this is that the economical operation 
of the industry depends upon a somewhat elaborate technique and upon 
large-scale organisation. The oil must be extracted very soon after the 
fruit has been gathered. Highly mechanised plants are needed for 
extraction, and the movement of the oil to the market requires bulk 
storage and handling facilities. It may be that the peasant could partici¬ 
pate in the industry if his co-operatives were able to organise efficiently 
the transport of the product and to establish well-equipped central 
factories. So far, however, the smallholder in South East Asia has 
preferred to confine his activities to the production of copra, in which, 
as experience shows, large-scale organisation possesses no obvious 
superiority over peasant enterprise. 

2. Cocoa 

Since Malaya has long derived much benefit from its concentration 
on the rubber and the tin industries, it is not easy to maintain the thesis 
that there would be advantage in greater economic diversification. 
Nevertheless, the uncertain long-term prospects of these two industries 
have naturally inclined the authorities to consider the possibility of 
introducing new types of agricultural production. The application of 
funds, raised by levies on the rubber growers, to oil-palm cultivation 
has already been considered. When shortly after the war cocoa became 
scarce because of the spread of swollen-shoot disease in West Africa, it 
was claimed that this crop might be usefully introduced into Malaya. 

The cocoa-tree had been grown in Malaya long before its commercial 
prospects were brought under examination. During the 1930s, the first 
systematic experiments in its cultivation at the government’s research 
station at Serdang showed that the country provided conditions con¬ 
genial to its growth, and a survey by the Department of Agriculture 
just after the Second World War revealed the existence of several 
hundreds of trees outside the official research stations. 1 Then in 1947-8, 

1 E. E. Cheesman, Report on the Potentialities for the Cultivation of Cocoa in 
Malaya , Sarawak and N. Borneo , p. 5. 
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at the request of the Colonial Office, Dr. Cheesman of the East Mailing 
Research Station visited Malaya and reported on the prospects of cocoa 
cultivation. His conclusion was that an output of about 100,000 tons 
of beans a year was feasible. Before extensive plantings were made, 
however, much experimentation was required, as the land suitable for 
cocoa was widely scattered. There could be no hope of substituting 
cocoa for rubber on poor land, for it was likely ‘to be more useful in the 
development of new areas than in the diversification of crops in districts 
already planted up’. 1 

The outcome of the Cheesman Report was the formation in 1950 by 
Harrisons and Crosfield, Cadbury Brothers and the Colonial Develop¬ 
ment Corporation, in partnership, of a company called Malayan 
Cocoa Ltd. This brought together local plantation interests, an expert 
manufacturing user, and the government’s development agency. 
Harrisons and Crosfield were appointed managing agents and the 
Malayan Department of Agriculture co-operated in preliminary inves¬ 
tigation. A lease of 1,2(30 acres was obtained in Trengganu, and the 
company began by testing several types of cocoa under different sets 
of conditions. In 1953 a programme for planting 500 acres was put 
in hand. 2 

Malayan Cocoa was not alone in its attempt to found a new industry. 
Guthries, in conjunction with Rowntrees, undertook experiments, 
notably in the inter-planting of cocoa with oil palms, and the results 
were encouraging. Other companies also made experimental plantings 
with varying degrees of success, and the Rubber Replanting Fund made 
grants to encourage the substitution of cocoa for rubber. 3 As always 
in the early days of a new type of cultivation, many obstacles were 
encountered, and some projects were abandoned. The Emergency 
added to the difficulties of the new industry, for it impeded the clearing 
of the jungle. It is evident that the industry is still in the hazardous 
stage of experiment through which in former days so many plantation 
industries have passed on their way to prosperity—or extinction. 

In Java cocoa has been grown for many years, mainly as a plantation 
crop for export, but although the quality is high, the volume of produc¬ 
tion has remained very small. For this the need of heavy expenditure 
on the control of plant diseases and pests is largely responsible. After 
the Second World War some of the estates of North Celebes began to 
grow cocoa, with encouragement from the government which sought 
to reduce the dependence of the region upon copra. 

1 Cheesman, op. cit., p. 11. 

2 Colonial Development Corporation, Annual Report , 1951, p. 46; ibid., 1954, p. 34. 

8 In September 1955 the United Cocoa Development Co. Ltd. was formed by the 

three participants in Malayan Cocoa Ltd., together with a Dutch firm, Van Houten 
and Zoon N.V. (Colonial Development Corporation, Report and Accounts , 1955, 
p. 37). 
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3. Agricultural Output , Pre-war and Post-war 

The economic effects of the calamities of the last twenty years can be 
illustrated by reference to movements in the volume of agricultural out¬ 
put. The official figures, especially for Indonesia, must be treated with 
caution, but they probably afford a reasonably reliable indication of the 
broad changes that have occurred. By 1952 the index of the volume of 
agricultural production in Indonesia was probably about 10 per cent 
greater than the average of the period 1934—8. 1 This small general 
increase was accompanied by a transformation in the structure of 
production. Even in 1954 the output of copra, sugar, tea, tobacco and 
coffee was still well below the pre-war level. 2 These were all major export 
crops, and the decline in output of some of them was accompanied by a 
rise in home consumption with the result that the amount exported 
suffered a precipitate decline. The output of rice, which is consumed en¬ 
tirely at home, is about the same as before the war. That the general 
index has risen is attributable entirely to the striking growth in the 
output of rubber. During the last three years this has been about twice 
as great as in the pre-war period. 

The change in the relative importance of the different crops has been 
attended by disparate movements in estate and peasant production. 
The former is about a quarter less than before the war, while the latter 
has greatly increased. This reflects the difficulties of the Western 
plantations on the one hand and the growth in the output of small¬ 
holders’ rubber on the other. The economy of Indonesia throughout 
its recent history has been liable to violent structural change, and these 
shifts in the fortunes of the several industries in themselves would give 
no cause for disquiet if they could be attributed solely to movements in 
demand. But ample evidence has been given to show that the decline 
in certain industries, and in estate production as a whole, has been 
brought about by lessened efficiency in the administration of the 
country’s resources and the handicaps imposed upon large-scale enter¬ 
prise. The export trade now reposes on a much narrower basis than 
before, and this specialisation makes it vulnerable to future changes, 
especially as the springs of enterprise and initiative are no longer 
flowing as freely as in the past. The buoyant world demand for natural 
rubber has alone prevented disaster to the cultivator. If, in the future, 
a decline in demand should occur, its incidence might well fall mainly 
on Indonesia, which, in the technique of production and in market 
preparation, is falling behind other countries. The increase in the total 
agricultural output has not kept pace with the rise in population; 
output per head of population is only four-fifths of that of pre-war 
years. 

1 U.N.E.C.A.F.E., Economic Survey 1954 , p. 185. 2 ibid., pp. 186-7. 
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In Malaya agricultural output recovered more quickly from the 
effects of the Second World War than in Indonesia, and during the 
boom at the time of the Korean war, the production index was 45 per 
cent above the average of 1934-8. With the end of the boom the index 
fell, and in 1954 it stood at 25 per cent above pre-war. 1 Malaya has 
always had a more highly specialised economy than Indonesia, and in 
agriculture she relies very heavily upon rubber. But the advance in 
output since the war has depended less exclusively upon that commodity 
than is the case with Indonesia. The output of several other products, 
for example, rice and palm oil, has grown considerably. Nor does 
Malaya offer the striking contrast between the fortunes of smallholders 
and plantations that has been a feature of post-war Indonesia; in 
Malaya the tendency towards an increase in the proportion of rubber 
produced by smallholders has been less strongly marked. 

1 U.N.E.C. A.F.E., Economic Survey 1954, p. 185. 
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CHAPTER VIII 


THE MALAYAN MINING 
INDUSTRIES 

the part played by the mining industries in the economic progress of 
South East Asia was second in importance only to that of plantation 
agriculture. To the growth of these industries contributions were made 
by men of many nations and races; leadership, though exercised in 
modern times mainly by Westerners, has by no means been confined 
to them; and while private enterprise has predominated, governments 
also have had an indispensable role not merely in regulating develop¬ 
ment but at times in promoting it. In both Malaya and Indonesia 
mining operations have been conducted for many centuries. At various 
periods gold, silver, tin, iron ore, coal, oil, bauxite and several other 
minerals have been produced. In both countries, however, the product 
of outstanding importance during the last century is tin, and it is to 
this that the greater part of our survey will be devoted. 

1. Tin 

In Malaya tin was mined before the conquest of Malacca by the 
Portuguese in 1511, and at that time a tin coinage was in circulation. 
After 1641, when the Dutch took Malacca, they set up trading stations 
on the Perak River and at Kuala Selangor to handle the trade. Con¬ 
siderable quantities of the metal were exported by the Dutch East India 
Company during the next century and a half. When Penang was ceded 
to Great Britain in 1786, the British East India Company began to 
participate, though with little profit. During this early period the actual 
mining operations were mostly done by Malays. Chinese undertook 
the smelting of the ores, but they left most of the mining to others, 
and even in 1818 there were only about 400 Chinese miners in Perak 
State. 1 The Malays, however, showed little disposition for tedious 
industrial labour, and few of their chiefs had an aptitude for commerce. 
While eager to divert to their treasuries the rewards of the enterprise 
of the industrious Chinese by imposing heavy duties on the tin output, 
they were ‘too indolent themselves to undertake any task of continuous 
labour.... Hence the limited quantity of tin exported from a region so 
rich in this metal.’ 2 When in the middle of the nineteenth century fresh 
opportunities were presented, it was the Chinese rather than the Malays 

1 L. L. Fermor, Report upon the Mining Industry of Malaya , p. 22. 

* Macgregor, op. cit. 9 vol. iv, p. 1008. 
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who took advantage of them, and it was they who turned Malaya into 
the world’s chief source of supply for tin. The occasion for this advance 
was provided by the discovery in 1848 of rich ore resources in the Larut 
district of Perak. During the next quarter of a century Chinese immi¬ 
grants poured into the area. By 1870 there were 40,000 of them. 1 

The Chinese immigrants showed a greater capacity for hard work than 
for the art of living together. The violent and bloody quarrels among 
their communities compelled a reluctant British Government to inter¬ 
vene to restore order, and in 1873 a British Resident was appointed in 
Perak. Henceforward Chinese enterprise was displayed in an arena 
where the British kept the peace. Under the new regime the industry 
vastly expanded. In Larut production continued to grow until it 
reached its maximum in 1884. In 1880 a new mining area, Kinta, was 
opened up. By the late eighties the Chinese population of Perak State 
reached some 80,000. 2 

So far the rise of Malayan tin-mining had been brought about by 
Chinese rather than by Western enterprise. After the establishment of 
the Protectorate, however, Europeans began to display an interest. 
Their participation had long been awaited. Several decades earlier a 
traveller had foreseen that ‘unless English capitalists bestir themselves 
in time, they may find all the stanniferous valleys pre-occupied’. ‘The 
Chinese miners,’ he declared, ‘as if already feeling the presence of their 
great rivals from the West, and foreseeing that their monopoly must 
fall before their skill and combination, are eagerly extending their 
works.’ 3 But the ‘English capitalists’ were shy of entrusting their 
resources to a country where enterprise was at the mercy of the rapacious 
sultans or vulnerable to civil disorder. In the words of Swettenham: 
‘British capitalists declined to risk even small sums in the Malay States 
till years after the enterprise and industry of the Chinese had established 
and developed the mines.’ 4 Even when, on the institution of the Protec¬ 
torate, European concerns ventured into the field, their first steps were 
tentative and generally unsuccessful. In 1884 Sir Hugh Low, the British 
Resident in Perak, reported that the only sign of British mining enter¬ 
prise in that State was ‘a feeble commencement... on the part of two 
concessionaries from Australia to whom large grants of land have been 
given’. 6 In that year, however, a French company started operations 
in Kinta. Two years later this concern became part of the Societe des 
fitains de Kinta, now the oldest surviving European company in the 
industry. Between then and the outbreak of the First World War many 
new European companies were formed. The predecessor of the present 
Gopeng Consolidated Ltd. was floated in 1892, and in the new century 

1 Fcrmor, op. cit p. 22. 2 ibid., pp. 23-4. 

3 Macgregor, op. cit., vol. iv, p. 1008. 

4 F. Swettenham, British Malaya , pp. 262-3. 6 ibid., p. 262. 
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fresh ventures were started by British, French and Australian interests. 
Osborne and Chappel, the first and still the most important firm of 
mining and consulting engineers and of mines secretaries in Malaya, 
began business in 1902. 1 Nevertheless, by 1913 the predominant 
position of the Chinese had not been seriously disturbed, for in that 
year they were still responsible for three-quarters of the total output. 2 

The slow progress of the Westerners in the face of competition from 
the established Chinese can be attributed to the fact that such technical 
superiorities as their undertakings possessed were insufficient at this 
early stage in the industry to compensate for cumbersome organisation 
and the high costs of their administrative staffs. Swettenham had no 
doubts about the causes of the Europeans’ lack of success. Indeed, his 
diagnosis of their inadequacies would have confirmed Adam Smith in 
his judgement of the inferiority of joint stock to individual enterprise. 3 

European mining [wrote Swettenham] is done by companies, and 
company’s money is almost like government money. It is not of too 
much account because it seems to belong to no one in particular and is 
given by Providence for the support of deserving expert and often travelled 
individuals. Several of these are necessary to start a European mining 
venture and they are mostly engaged long before they are wanted. There 
is the manager and the submanager, the accountant, the engineer, the 
smelter. . . . Machinery is bought, houses are built, in fact the capital of 
the company is spent... and then—if ever things get so far—some Chinese 
are employed on wages or contract, the former for choice, to remove the 
overburden. After possibly a series of great hardships to the staff and 
disasters to the company, it is found that the tin raised is infinitesimal in 
value when compared with the rate of expenditure, and that the longer the 
work goes on the greater will be the losses. This is usually discovered when 
the paid-up capital is all but exhausted. The company is wound up and 
the State gets a bad name with investors, and the only people who really 
enjoy themselves are the neighbouring Chinese miners who buy the mine 
and the plant for an old song and make several large fortunes out of 
working on their own ridiculous and primitive methods. 4 

Not for the first time in the history of economic development, 
‘ridiculous and primitive methods’ proved to be better suited to the 
conduct of an industry than elaborate forms of organisation. Among 
the Chinese prospecting was entrusted to Malay Pawangs (medicine 
men) who had ‘the same sort of nose for tin that a truffle dog has for 
truffles’. When the Pawang thought fit he bored a hole and, if ore was 
found, his Chinese client 

1 Fermor, op. cit., pp. 24-5. 2 ibid., p. 64. 

8 Adam Smith, The Wealth of Nations (ed. Cannan), vol. n, p. 233. 

4 Swettenham, About Perak , p. 34. 
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straightway buys, or more commonly, agrees to take the land on tribute. 
He finds the capital and a palm-shed where the labourers, who usually 
have an interest in the mine, live. Before any pumping machinery is neces¬ 
sary, it has usually been ascertained , by the removal of the overburden, 
what the wash-dirt is worth. If the whole thing is a failure the capitalist 
loses a little and the coolies make nothing; if there is even a small quantity 
of ore, the capitalist loses nothing. 1 

Generally he did very well. 

Yet successful encounters with European rivals did not blind the 
Chinese to the value of the technical innovations which the former 
attempted to introduce. Those who took over the plants of bankrupt 
Western companies could sometimes combine the merits of their own 
flexible organisation with the advantages that arose from the use of 
superior equipment. Indeed, Western devices spread quickly through¬ 
out the industry. The steam-engine and centrifugal pump, introduced 
into Perak in 1877, were soon accepted as the solution of the problem 
of freeing the mines from water, and they enabled operations to be 
conducted at greater depths than hitherto. 2 The Chinese also adopted 
from early Western enterprises the practices of hydraulic sluicing and 
gravel pumping which came to Malaya by way of Australia. Thus the 
Westerners unwittingly contributed the technique which for a time 
confirmed their rivals’ predominance. 3 

The output of the industry rose slowly from under 40,000 tons in 
1898 to over 50,000 tons in 1913. 4 By then the output of Larut had 
declined and the Kinta valley had become by far the most important 
centre. Although mining had spread to other States and had developed 
strongly in the Kuala Lumpur district of Selangor, Perak State easily 
maintained its lead. By this time, however, the deposits most easily 
won by Chinese methods, or by methods which they had taken over 
from the Europeans, were approaching exhaustion. The future progress 
of the industry depended upon a fundamental change in mining tech¬ 
nique. This was accomplished by the introduction of dredging. 
Dredges for mining were first used in New Zealand. Later they were 
adopted in Australia and then in Siam. In 1912 the first dredge was 
erected in Malaya. 6 The arrival of the new mining era which dredges 
made possible was delayed by the difficulty of obtaining mining equip¬ 
ment during the First World War; but during the early twenties there 
was a rush to install them. By 1928 30 per cent of the output was 
obtained by dredging 6 and by 1937 nearly 50 per cent. 7 
The use of dredges not merely permitted operations in swampy land 

1 Swettenham, About Perak, p. 33. 3 Fermor, op. cit. 9 p. 23. 

3 Swettenham, British Malaya, p. 301. 4 Fermor, op. cit., p. 58. 

5 ibid., p. 74. 6 ibid., p. 113. 7 ibid., p. 65. 
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but also made possible the recovery of tin from ground of a lower 
ore content than could be profitably worked by any other method. 
From the beginning dredge-mining was entirely in European hands. 
For this the reasons are not far to seek. The method made heavy 
demands on resources of capital, technical knowledge and large-scale 
management, and it could not be efficiently applied unless an area with 
a large volume of payable tin-bearing ground could be leased. The 
dredges themselves were costly and complicated pieces of equipment 
which were prefabricated in Great Britain and then erected on the 
mining sites beside the ‘paddocks’, or artificial ponds, in which they 
worked. At this period the Malayan Chinese had little experience of 
large-scale enterprise and lacked the means of financing it. The result 
was that as dredging was extended the share of the total output derived 
from European mines markedly increased. As we have seen, on the eve 
of the First World War the Europeans were responsible for only about 
a quarter of the total output. By 1930 their share had risen to over 
three-fifths and by 1937 to over two-thirds. 1 In twenty-five years tin¬ 
mining had been transformed from a predominantly Chinese to a 
predominantly Western industry. 

A comparison of the figures in Tables B and C of Appendix VII 
shows that during the interim period the output from the European 
mines rose faster than that obtained by dredging. It is evident, there¬ 
fore, that Europeans gained on the Chinese even in those branches of 
the industry where other methods were used. Indeed, while the total 
output rose from 51,000 tons in 1913 to 77,000 tons in 1937, the 
absolute quantity obtained from Chinese mines actually diminished. 2 
Some discussion of methods of mining other than dredging is clearly 
necessary in order to understand these trends. The methods include 
gravel pumping, hydraulicing, open-cast mining, lode mining and 
‘dulang’ washing. 

When the Europeans first entered the industry they made an extensive 
use of gravel pumps imported from the West. The Chinese miners 
acquired knowledge of this technique from the Europeans and Chinese 
craftsmen learned how to make the pumps. By 1937, when gravel 
pumping was responsible for 38 per cent of the total output, 3 it had 
become a method used mainly by the Chinese. Gravel pumping and 
dredging, however, were not necessarily mutually exclusive methods of 
mining a particular area. Sometimes they were complementary. 
Dredging was found to be an especially economical form of operation 
where the bedrock was soft. Where the bedrock was of limestone or 
had a pinnacled formation the advantage was less obvious. There the 
practice was for the dredging companies to work over an area and then 
to lease parts of it to Chinese concerns which used gravel pumps to 
1 ibid., p. 64. 1 ibid., pp. 61, 64. * ibid., p. 65. 
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win the ores between the pinnacles and the channels of the limestone. 
In these cases the lessees commonly paid a fixed proportion of the gross 
proceeds as tribute. 1 The Chinese also predominated in the small 
section of the industry that used hydraulicing, another process which 
they had taken over from the Europeans. 

While the tendency was for the Chinese to win an increasing propor¬ 
tion of their output by the use of methods learned from Europeans, the 
latter adopted, with modifications, some forms of mining originally 
introduced by the Chinese. The early Chinese miners had obtained 
most of their ore from open-cast workings by hand labour, and a 
few mines of this type exist even today. In the inter-war period, how¬ 
ever, open-cast mining was mechanised, and large-scale undertakings 
generally replaced the more primitive units. While part of the industry 
remained in Chinese hands, several large mines were opened and 
operated by European concerns. 2 Similarly, the Chinese were pioneers 
in underground mining, but early in the history of Western enterprise 
in this industry some of these mines passed to a British company whose 
equipment enabled it to win the ore below the water-level. This con¬ 
cern, the Pahang Consolidated Company, ultimately became by far the 
largest lode-mining undertaking in Malaya. On the other hand, 
‘dulang’ washing, a primitive method of ore recovery, has remained 
a purely Asian occupation. Figures indicative of the changes in the 
importance of these various methods are given in Appendix VII. 3 

The European contribution to the Asian sector of the industry was 
not limited to the importation of advanced techniques that had been 
worked out in mining industries abroad. From the earliest days of the 
British Protectorate the government set itself to create a sound legal 
and administrative foundation for mining and this was of benefit to 
Asian and European alike. Regulations were drawn up to govern the 
tenure and drainage of land, the use of water resources, and the safety 
of working arrangements. An inspectorate was appointed to ensure 
that they were observed. For our present purpose a detailed description 
of these regulations is unnecessary; but some of their leading principles, 
which were ultimately embodied in the Mining Enactment of 1935, 
should be discussed. Minerals were deemed to be the property of the 
Malay State in which they lay, and before prospecting could be under¬ 
taken, a licence from the State was necessary. Mining operations were 
permitted only on land leased specially for the purpose for periods up 

1 Fermor, op. c/f., p. 110. Since the Second World War the high price of tin 
has induced dredging companies to undertake gravel pumping themselves instead of 
leasing the ground on tribute. 

2 The important Hong Fatt Mine at Sungei Besi, which was mechanised in 1932, 
remained in Chinese ownership though it employed a British manager. 

3 Unfortunately no statistical analysis according to method of mining is available 
before 1928 (Fermor, op. cit., p. 113). 
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to twenty-one years, with provision for extensions. The right of grant¬ 
ing the leases rested with the individual State, and this meant that 
official practice in regard to mining development was not entirely 
uniform. 1 It is true that since the chief tin-mining areas were all 
in the former Federated Malay States (Perak, Selangor and Pahang) 
policies did not seriously diverge. Yet this local control hindered some¬ 
what the extension of the industry, and in 1955 the chairman of 
Consolidated Tin Smelters was pleading for ‘a rational and coordinated 
land policy without which there is unlikely to be any marked increase 
in the proven reserves of tin ore in Malaya’. 2 The authorities obtained 
revenue from the industry not by exacting royalty-payments from the 
lessees but by imposing export duties on the tin, and the proceeds of 
these duties accrued to the Federal Government. It has been contended 
that the growth of the industry might have been more rapid if the rights 
of granting the leases and of collecting the revenue had been vested in 
the same authority. This may well have been so; but in that case the 
rights of other users of land might have been less effectively safeguarded. 

An accurate land survey is a condition precedent to the orderly 
development of mining. Soon after the establishment of the British 
Protectorate a trigonometrical survey of Perak was instituted and this 
was later extended to other States. 3 The cost of surveys in a jungle- 
covered land was very heavy. Yet in the long run it was abundantly 
justified, for the surveys enabled leases to be accurately demarcated and 
at the same time they provided valuable information about mineral 
deposits. While the surveys were undertaken by the Geological Survey 
Department, general control over the industry was exercised by the 
Mines Department. The latter had the responsi bility of enforcing safety 
rules and it supervised the apportionment of water supplies among the 
mines. This function was of supreme importance because of the essen¬ 
tial part played by water in nearly all forms of tin-mining in Malaya. 
The control of streams and water-courses rested not with the lessees 
but with the government. This permitted effective authority over the 
way the mines were worked and provided for an equitable and efficient 
distribution of water supplies. 4 The Mines Department also concerned 
itself with the disposal of ‘tailings’ and the treatment of silt. 

As with all industries engaged in working localised deposits, cheap 
transport was essential to the growth of tin-mining. Early in its career 
the British administration directed its attention to the clearing of rivers 
that had become obstructed by fallen timber, and it then set about the 
construction of roads to link the mining districts with the ports. 5 When 
the plantation industries began, the first enterprises were drawn to 

1 ibid., p. 99. a The Times , 29 July 1955. 

8 Swettenham, British Malaya, pp. 285-6. 4 ibid., pp. 235-6. 

6 ibid., p. 228. 
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regions served by these roads, an illustration of the interrelations be¬ 
tween different forms of enterprise in a developing economy. If capital 
works originally created to serve the tin-miners facilitated the rise of 
other industries, the general development of the country and of its 
capital resources provided means for greater efficiency in mining. For 
instance, at the outset the dredges were steam-driven and used coal or 
wood as fuel. As electric power became available many of the dredges 
were able to change over to electricity. 

Throughout the history of Malaya the tin-mining industry has been 
one of the chief sources of the government’s revenue. The export duty 
was levied on a sliding scale by which the duty varied directly with the 
price. In 1899 the duty provided nearly 46 per cent of the total revenue, 1 
and although with the development of the plantation industries the 
proportionate contribution of tin fell, the absolute amount remained 
substantial. Revenue from tin provided the financial basis not merely 
for the administrative machine in the early years of the century but also 
for extensive capital works. A large part of the Malayan railway system 
was constructed out of current revenue derived from the tin industry. 2 

In every branch of enterprise in South East Asia initiative and exper¬ 
tise were furnished from a wide variety of sources. Malayan mining 
was no exception. The British contributed experience gained in the 
traditional mining industries of Cornwall; the Australians, New 
Zealanders and Americans introduced methods originally devised for 
the mining of precious metals. The links with Cornwall were, and have 
remained, very close. The exhaustion of the Cornish deposits of tin 
during the later years of the nineteenth century drove capital and skill 
to seek employment in mining enterprises all over the world, 3 and in 
Malaya there was ample scope. Some of the oldest concerns in the 
industry were founded with Cornish capital and staffed with Cornish 
personnel. Among them were the Gopeng Consolidated Company, and 
Osborne and Chappel, which still has considerable Cornish interests. 
The head offices of both these concerns are at Redruth. 4 The links 
between Cornwall and Malaya were strengthened by the activities of 
the Camborne School of Mines. This has been a centre for technical 
education in the industry, and many of the leaders and technicians in 
Malayan mining, Chinese as well as European, have been trained there. 
Yet it was not only by drawing upon its experience in tin-mining that 
Cornwall made its influence felt. When the first Europeans were starting 
their ventures in Malaya, they found that conditions were seldom 
favourable for the type of lode mining that was practised in the Cornish 
tin industry. The technique of another local industry came to their aid, 

1 Fermor, op. cit., p. 88. 2 ibid., p. 94. 

3 J. Rowe, Cornwall in the Age of the Industrial Revolution , p. 326. 

4 Fermor, op. cit., p. 24, and Stahl, op. cit., p. 115. 

156 




THE MALAYAN MINING INDUSTRIES 


for it was discovered that the hydraulic methods used by the Cornish 
china clay industry were readily applicable. This affords an illustration 
of the technical advantages that a primitive but developing region 
derives from contacts with countries with a variegated industrial life. 

Cornwall did not provide all the pioneers nor all the new techniques. 
The French venture has already been referred to. The Australians were 
early arrivals. It was they who brought the dredges to Malaya, and for 
many years the dredgemasters and winchmen who manned them were 
Australians. The Americans also made their contribution. Guggen¬ 
heim Brothers, who turned to Malaya to recoup losses suffered in the 
Alaskan gold-mining industry, were responsible for introducing im¬ 
proved types of jigs on the dredges, jigs which had originally been used 
on gold-mining equipment in California and Alaska. 

In mining, as in agriculture, Western enterprise evolved novel forms 
of organisation and commercial practice. Some of these contrast 
sharply with the forms found in other industries in Malaya and also in 
tin-mining in other countries. The early growth of the Malayan 
industry was associated with a proliferation of undertakings rather than 
with an increase in the size of existing firms as happened in other tin- 
producing countries. From the middle twenties, however, a process of 
financial consolidation began, and although in 1937 there were about 
eighty separate companies 1 as well as hundreds of incorporated Chinese 
concerns, many of the companies had become financially linked. For 
instance, twenty companies which together accounted for half the out¬ 
put of the Western branch of the industry and for a third of Malaya’s 
whole production were then controlled and partly owned by the London 
Tin Corporation’s subsidiary, Anglo-Oriental (Malaya) Ltd. 2 This 
concern provided managerial and technical advice besides secretarial 
services to companies in the group. Other companies in Malaya during 
the thirties became linked through interlocking directorates or the 
interchange of shareholdings as well as through managing-agency 
houses. 3 

Managing agents in the tin-mining industry included some of the 
great Malayan houses, such as Guthries, Sime Darby and Harrisons 
and Crosfield, who dominated the plantation industries. By a reverse 
process of development a few of the mining companies acquired estate 
interests. Yet on the whole the plantation and the mining industries 
remained under separate control, and most of the managing agents who 
operated in tin-mining were specialists. The reason for this is that the 
conditions in which tin-mining developed and was subsequently carried 

1 Fermor, op. cit. t p. 27. 

2 The Corporation began as a private company in 1925 and acquired extensive 
tin-mining interests in Thailand, Burma and Nigeria as well as in Malaya. 

3 Stahl, op. cit ., p. 115. 
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on necessitated a different relationship between the controlling concerns 
and the individual mines from those that existed in the plantation 
industries. The largest agency house, Osborne and Chappel, has 
always had substantial financial interests in the companies under its 
management; but in general the agency houses were not originally 
responsible, as was the case with rubber, for the flotation of the com¬ 
panies they came to manage, and their relations with their clients were 
never so parental nor so commanding. Further, whereas policy in the 
agricultural industries was to a large extent directed from the head¬ 
quarters of the London registered companies that owned the planta¬ 
tions, in the mining industry this long-range control over operations 
was less feasible. The variations in the nature of the deposits and the 
local diversity of problems encountered in mining compelled the owners 
to leave a large measure of discretion to individual mine managers. 

In 1938 the issued capital of the companies engaged in Malayan tin¬ 
mining was £18 J million. About 70 per cent of this was British; the rest 
was Australian, French, American and Chinese. The Chinese share 
amounted to only about 4 per cent, for most of their enterprise took 
the legal form of sole trading firms or partnerships. 1 For the promotion 
of their common interests most of the Western mining companies and 
a few of the Chinese belonged to the F.M.S. Chamber of Mines, while 
the majority of the Chinese were represented by the All-Malayan 
Chinese Mining Association. These bodies collaborated closely and 
frequently made joint approaches to the government on matters that 
affected the industry. 

While it was not until 1929 that the production of the Western-owned 
mines exceeded that of the Chinese, in the smelting sector of the industry 
the supremacy of European concerns was established much earlier in 
the century. We have seen that those Western mining techniques which 
did not call for heavy capital investment (such as gravel pumping and 
hydraulicing) were readily adopted by small Chinese undertakings. 
With Western smelting it was otherwise. The charcoal blast furnaces 
which had long been used for smelting the ore could not withstand the 
competition of large modern plants, and since the Chinese lacked the 
financial and technical resources for such plants, smelting passed almost 
entirely into Western hands not long after the new methods had been 
introduced. 

One of the chief instruments in this transformation was the Straits 
Trading Company. In its inception and growth this concern affords 
a classical example of those novel combinations of resources which it 
is the main function of entrepreneurs to organise. Its founders were 
men with experience gained in widely diverse fields who perceived in 
the Malayan tin industry opportunities congenial to their talents. They 
1 Fermor, op. c/7., pp. 69-70. 
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were powerfully assisted at different stages in the firm’s growth by 
established financial and commercial concerns which were ready to 
contribute their resources to promising new ventures. One of the two 
founders, Hermann Muhlinghaus, after various employments in Ceylon, 
the West Indies and Singapore, came to Malaya and visited the tin¬ 
mining areas. The wasteful methods of smelting at once attracted his 
attention, and he thereupon decided that ‘a good and profitable business 
could be started by introducing European methods of smelting and 
purchasing the ore from the miners’. 1 The other founder was James 
Sword, a partner in Gilfillan, Wood and Company, the Singapore 
merchants. 

During the middle eighties Sword and Muhlinghaus began to buy ore 
for smelting in a small plant at Teluk Anson. Then in 1887, with 
capital subscribed largely by Gilfillan Wood, they formed the Straits 
Trading Company. At first the company’s activities were by no means 
confined to smelting. In the conditions which then existed in Malaya, 
when communications were slow and the ancillary services required by 
manufacturing and mining concerns imperfectly developed, the scope 
of such a firm was necessarily very wide. Its operations extended to 
banking and to dealings in opium and other commodities which were 
sometimes bartered for the ore, and only gradually did specialisation 
on smelting become possible. The timing of the new enterprise was 
propitious, for the State governments were then becoming alarmed at 
the rapid destruction of the forests by the charcoal burners, and two of 
them were ready to give the new company a monopoly of the export of 
the tin ore for a term of years. The miners themselves welcomed the 
new-comer because of its willingness to substitute cash payments for 
the prevailing truck system. 2 

The Chartered Bank lent financial support. Agencies were opened in 
the mining areas for the purchase of the ore, and a smelter was erected 
on the island of Pulau Brani, near Singapore, on land leased from the 
government. This plant originally consisted of small coal-burning 
furnaces fired by hand, but after 1902 a major innovation occurred. In 
that year the erection began of an up-to-date smelter at Penang. Subse¬ 
quently the older furnaces at Pulau Brani were replaced by large 
regenerative gas-fired reverberatory furnaces, and plants were installed 
for the preliminary treatment of the ores and the recovery of the tin 
from the furnace fumes. 3 

By the 1920s there was only one other important smelting concern in 
Malaya. This concern originated in a Chinese enterprise. In 1897 Lee 

1 W. Makepeace, G.E. Brooke, R. St. J. Braddell, One Hundred Years of Singapore , 
vol. n, p. 219. 2 ibid., p. 221. 

8 In 1937 the firm established another large plant, managed by a subsidiary, at 
Litherland near Liverpool. 
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Chin Ho established a smelter at Penang, and in 1907 this became the 
property of the Eastern Smelting Company which was incorporated in 
the Straits Settlements for the purpose of taking over Lee’s business. 
Although the managing director of the new company was a European 
who had previous experience of the tin industry, all the other directors 
were Chinese. Plans for enlarging the capacity of the smelter and for 
organising the purchase of ore through agencies were drawn up; but 
before these had been carried through the company passed from 
Chinese to European ownership. This was in 1911, when it was acquired 
by a new company of the same name registered in the United Kingdom. 
The initiative in the promotion came from Sir Cecil Budd, a member 
of a metal-broking concern. 

In 1929 the Eastern Smelting Company became part of a great 
combine, Consolidated Tin Smelters, with headquarters in London. A 
few years later this combine acquired a substantial interest in a new 
smelting works at Arnhem. The formation of the combine was greeted 
with some apprehension in Malaya, since it was believed that its control 
was in foreign hands. This was unwelcome to the Colony which had 
been anxious to preserve local, or at any rate British, control over this 
key branch of the tin trade. 1 

It is evident that the new technique of large-scale smelting led to a 
high degree of concentration in the smelting branch of the industry, in 
contrast to the multiplicity of undertakings in mining itself. On the eve 
of the Second World War smelting in Malaya was confined to these two 
concerns and to only three plants, apart from a small output obtained 
by traditional methods from a Chinese works near Kuala Lumpur. 
Concentration had been accompanied by a change in the location of 
the industry. Previously the smelting had been undertaken near the 
mines. Now it was located in the neighbourhood of the sea-ports, 
Singapore and Penang. 

The smelters did not by any means depend entirely upon supplies of 
Malayan concentrates. Their efficient methods of smelting enabled 
them to offer attractive prices for the ores of neighbouring countries, 
and their agents were active in procuring contracts with miners who had 
previously smelted the ore themselves. During and after the First 
World War the Straits Trading Company made repeated efforts to buy 
ore from the Yunnan miners, but had to abandon them because of local 
opposition. 2 In other countries, however, there was little resistance, 
and in the late twenties nearly 30 per cent of the ores smelted at 

1 In 1903 the government had imposed an export duty of 33 J per cent ad valorem 
on all tin concentrates sent from Malaya to places other than Australia and the 
United Kingdom, in order to thwart an American attempt to divert ore to smelters 
in the United States. 

1 Chinese Customs Reports , Mengtsz, 1915, 1919, 1920, 1921. 
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Penang and Singapore came from outside Malaya. At that time about 
two-thirds of these imports were from the N.E.I. and most of the 
remainder from Siam. After the opening of the Arnhem smelter in 1933 
the N.E.I. ores were sent there; but the rise in imports from Siam, 
Burma, French Indo-China and China largely compensated for the loss 
of the chief external source of supply. In 1937 nearly a quarter of the 
concentrates handled by the smelters came from outside Malaya. 1 The 
enterprise of the smelting companies had thus transformed the whole 
of the South East Asian tin trade and had created an important new 
source of income for the Straits Settlements. 

The growth of large-scale smelting produced changes in the organisa¬ 
tion of the tin export trade. In the early days when the Chinese miners 
smelted their own ore, the metal was exported in slabs through the 
Straits merchant houses. As smelting became differentiated from mining 
a more diverse organisation was evolved. The large mining companies 
normally sold their ore direct to the smelters under long-term contracts. 
For the smaller firms, including the majority of the Chinese miners, the 
process of sale was more complicated. The two smelting companies 
established agencies in the chief mining centres and these acted as 
depots where ore from the non-contract mines was delivered. Some of 
this ore passed direct from the miners to the agencies, but much of it 
went through dealers. Only dealers licensed by the government were 
permitted to take part in the trade, a regulation designed to discourage 
dealings in stolen ore and generally to facilitate official supervision. 
Besides acting as middlemen, the dealers were often called upon to 
finance the smaller mining firms. The various conventional practices 
that governed the sale of the ore need not be described here. The 
smelting companies usually made cash advances to the miners on the 
delivery of the ore, financing themselves by bank loans during the 
smelting process. They then exported the ingots either through their 
own organisations or through the merchant-agency houses. 

In common with the other producers of primary products in South 
East Asia, the tin industry suffered a serious set-back during the World 
Depression, and like many of them it tried to adjust itself to its difficul¬ 
ties by means of restriction schemes which became world-wide in scope. 
The schemes have been treated elsewhere in detail, but because of the 
controversy concerning their long-term effect on Malayan production 
in relation to that of other countries, a brief reference to their content 
is necessary. After a voluntary restriction scheme had failed to check 
the fall in prices and the rise in stocks, an official international control 
scheme to regulate the production and export of tin came into being in 
1931. This scheme, which was for a term of two years, was administered 
by an international committee composed of delegates of the 
Fermor, op. cit ., pp. 79-80. 
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governments of Malaya, the N.E.I., Nigeria and Bolivia. In 1933 it was 
followed by a second scheme which lasted for four years, and in 1937 
by a third which covered seven producing countries, again for a term 
of four years. All these schemes provided for the determination of 
standard tonnages based for the chief producers upon the 1929 output, 
and for the allocation of quotas to each member country. Buffer 
stocks arrangements were also introduced as adjuncts of the controls. 
Within the permitted output from Malaya, each mine was assigned a 
quota which was transferable. Since there were then 775 separate mines 
employing machinery or a labour force of fifty coolies or over, beside 
229 smaller workings, 1 the task of allocating these quotas in Malaya 
was onerous. When each mine was assessed by reference both to its 
output in 1929 and also to its future capacity as judged by installed 
equipment, the aggregate of the assessments reached a figure consider¬ 
ably in excess of the tonnage for 1929, the standard to which the 
international quotas related. Consequently, there was widespread 
opposition to the scheme in Malaya on the ground that the country 
was under-assessed. Since the Malayan industry (especially the dredg¬ 
ing branch) was a low-cost producer, it was widely believed that most 
of the benefits accrued to competitors abroad. 2 

The restriction was, of course, open to the objection to which all 
such schemes are exposed, namely that it impeded new enterprise and 
created a ‘hereditary race of miners’. 3 It certainly retarded the trans¬ 
ference of output from high-cost to low-cost producers. Dredgers 
operate economically only if they can run near to capacity, and a 
quota-restriction scheme inevitably raises the average costs of existing 
plants and discourages investment in new ones. The changes in the 
distribution of world production among the several countries during 
the currency of the schemes support these criticisms. In 1929 Malaya 
was responsible for over 37 per cent of the world output of tin-in- 
conccntratcs; in 1938 the proportion was only 26 per cent. 4 That 
Malaya was prepared to accept the scheme in these circumstances has 
been attributed by some critics to the fact that a considerable sector of 
the industry was controlled by a great concern with substantial interests 
in high-cost tin-mines in other lands. The Chinese who eventually gave 
their support were also for the most part high-cost producers. 5 

Whatever temporary financial benefits the restriction schemes may 
have conferred on the Malayan industry, the long-term effects were 
certainly unwelcome. Progress in tin-mining depends upon active and 
continuous prospecting, since new areas have to be brought into produc¬ 
tion as the old become exhausted. There was little inducement to 

1 Fermor, op. cit. f p. 132. 2 ibid.. Chapter XII, passim . 3 ibid., p. 138. 

4 International Tin Study Group, Statistical Year Book 1954 , p. 15. 

6 Fermor, op. cit., p. 130. 
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prospect during the operation of the restriction schemes. When the war 
came, prospecting ceased entirely, and immediately after the war a 
moratorium was placed on dealings in land. Scarcely had this been 
lifted when the Emergency began and this gravely handicapped any 
further work. Thus for more than twenty years prospecting was almost 
at a standstill. During this period, ‘well over one million tons of 
metallic tin have been extracted from the known reserves’, 1 with the 
result that the deposits worked by many of the mines were, by the end 
of this period, approaching exhaustion. Although there was some 
resumption of prospecting during the early fifties, it was inadequate to 
provide for the future requirements of the industry. This has been a 
source of disquiet. 

Besides contributing to the delay in prospecting, the war resulted in 
heavy damage to plants. Many of the dredges were sunk during the 
period of the ‘scorched-earth’ policy, and the equipment for gravel 
pumping and hydraulicing also was damaged. The Japanese worked 
some of the mines, but most of the plants that were not destroyed 
suffered from under-maintenance. Rehabilitation began slowly. At the 
end of 1946 the number of mines operating with dredges was only 18 
compared with 104 in 1940. The corresponding figures for mines that 
used gravel pumps were 102 and 733. 2 The output of tin-in-concentrates 
in that year was little more than a tenth of the output just before the 
invasion. Reconstruction was eventually put in hand with the help of 
war-damage compensation and bank loans. By 1949 output had 
recovered to 55,000 tons, and thereafter it rose slowly to 61,000 tons 
in 1954. 3 

Demand has been buoyant during the greater part of the post-war 
period, but the industry has been frustrated by many uncertainties. The 
questions of the alienation of land for mining and of the terms and 
conditions of the leases have long vexed the mining companies. Although 
the Fcrmor Report in 1939 put forward certain recommendations, these 
have not yet been carried out by the government, which has to reconcile 
the claims of many different types of land-user. Since the war the 
companies’ difficulties have been increased by proposals to limit mining 
permits to five years, a period insufficient to justify heavy capital 
expenditure. Further problems have been created by the ratification in 
the spring of 1956 of a new international restriction and buffer stocks 
scheme. Such a scheme may make firms reluctant to install new equip¬ 
ment since there is a risk that its profitable working will be jeopardised 
by an inadequate assessment or quota. 

1 The Times , 31 December 1953. Speech by Chairman of Malayan Tin Dredging 
Ltd., and Southern Malayan Tin Dredging Ltd. 

8 International Tin Study Group, op. cit pp. 154-5. 

3 ibid. t p. 154; Statistical Supplement 1955 , p. 58. 
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In spite of these additional risks, technical progress has continued 
since the war. A sharp stimulus to the adoption of improved methods 
and to the substitution of capital for labour has been given by the steep 
rise in wages which has affected the Chinese as well as the European 
mines. Mechanisation has been accompanied by a fall in the 
number of workers employed and by a rise in productivity. This is in 
continuance of a long tendency. In 1907 about 230,000 labourers were 
employed to mine 48,500 tons. In 1937, when output had risen to 
77,500 tons, the number of workers was 103,500. 1 In 1954, when the 
output was 61,000 tons, the labour force was only 39,000. 2 

2. Coal and Ore 

Since tin-mining in 1937 accounted for nearly nine-tenths of the value 
of Malaya’s mineral output, the other branches of mining, numerous 
as they are, call for only brief consideration. The development of coal¬ 
mining is essentially the history of a single firm, the Malayan Collieries 
Ltd. This company was founded in 1913 by J. A. Russell, whose 
attention had been called by a Malay to the presence of coal in the 
Batu Arang district. It was chiefly to Russell’s initiative and determina¬ 
tion that this venture owed its success. When it started the site was 
covered with jungle. Before coal could be mined it was necessary not 
only to clear the jungle, to recruit a force of workers and technicians 
and to install equipment, but also to organise transport, housing and 
all the subsidiary industries and services required by a large industrial 
community. Before the Second World War, in addition to open-cast 
workings and underground mines and washing and screening plants, 
the firm was operating railways to link the mines with the Malayan 
railway system, forest concessions which supplied it with timber for 
its own use, electricity-generating plant, water-supply works, brick and 
tile works, a plywood factory, a wood distillation plant, sawmills, 
engineering workshops, housing, schools, a hospital and various other 
social amenities. In a sense, therefore, this concern by virtue of the 
wide scope of its interests and responsibilities was typical of a modern 
enterprise in an under-developed country. The company was also 
representative of Malayan industry by reason of the composition of its 
labour force. In addition to twenty-three Europeans and numerous 
Asians employed on its technical and clerical staff, the labour consisted 
of 1,200 Chinese, 1,100 Indians and a few Malays. 3 It would be 
misleading to write a history of Western enterprise solely in the terms 
of its successes. As in all other fields, there were ventures which came 

1 Fermor, op. cit ., pp. 68, 72-3. 

3 International Tin Study Group, Statistical Supplement 1955 , p. 59. 

3 Malayan Collieries Ltd., A Description of the Property , Operations and Social 
Organisation at Batu Arang Colliery , passim. 
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to grief. For example, the Enggor Coalfield Ltd., which started mining 
in Perak in 1925, was unable to operate profitably and closed down 
three years later. 1 In this respect also coal-mining demonstrates in 
miniature the course of Western enterprise in South East Asia. 

During the inter-war period Malayan Collieries Ltd. was technically 
progressive and by 1938 its operations had become highly mechanised. 
In its main mine the cutting and the conveying of coal were done by 
power-driven installations, and the company was able to claim that ‘the 
present underground operations can now bear comparison with modern 
collieries in Great Britain’. 2 Its output, which reached a maximum of 
781,500 tons in 1939, 3 was sold chiefly to the Malayan railways, power 
stations and dredges. 

During the Second World War the company’s plants were badly 
damaged. No development work was undertaken by the Japanese, 
who concentrated on mining easily won coal. Then, at the beginning 
of the Emergency, the operations of the company were temporarily 
dislocated by a Communist attack on its properties. Some of the plants 
were subsequently reconstructed with the help of a government loan of 
4*7 million (Malayan) dollars; 4 but output failed to recover to the 
pre-war level. In 1954 it was only 224,500 tons. 5 Among the chief 
obstacles to recovery were the shortage and high cost of labour, which 
are attributable largely to the superior attractions of the prosperous 
rubber industry. For this and other reasons certain of the ancillary 
plants were not revived. A change that has been taking place in the 
ownership of the company is representative of a pronounced post-war 
trend of great economic significance. Even before the war there were 
a few substantial Chinese shareholders, but by the early fifties the size 
of Chinese holdings had greatly increased. This firm, which in its 
development and organisation epitomised Western enterprise in South 
East Asia during the years of its advance, now provides a representative 
picture of Western enterprise in retreat. 

During the present century, and especially during the First World 
War, the Westerners were joined by the Japanese in the development of 
Asian resources. The mining of iron ore furnishes an example of this 
tendency, for, from the beginning it was entirely in Japanese hands. As 
the Japanese extended their industrial interest beyond the textile 
industries on which in the early stages of modernisation they had 
specialised, they sought to ensure for themselves supplies of raw 
materials which their homeland lacked. This applied with special force 
to the iron and steel industry, for Japan’s deposits of iron ore are 

1 Fermor, op. cit., pp. 38-9, and U.N.E.C.A.F.E., Coal and Iron Ore Resources of 

Asia and the Far East, p. 116. 2 Selangor, Annual Report 1938, p. 37. 

3 Malayan CoIIeries Ltd., op. cit., pp. 2-3. 4 ibid., p. 5. 

6 Federation of Malaya, Annual Report 1954, p. 191. 
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exiguous . The Japanese turned to Malaya as a source of supply shortly 
after the First World War. In 1921 the Ishihara Sangyo Company was 
granted a mining concession by the Sultan of Johore, and a few years 
afterwards it obtained another concession in Trengganu . Later, other 
Japanese companies, after extensive prospecting throughout the Penin¬ 
sula, started operations in Johore, Trengganu and Kelantan. 1 By 1938 
the output of ore reached 1,600,000 tons. 2 All this was shipped to 
Japan. It represented about half of Japan’s ore imports. 

At the end of the Second World War the mines were taken over by 
the Custodian of Enemy Property by whom they were eventually sold. 
It is considered likely that these mines will eventually return to Japanese 
control. For several years after the war production was very small. Its 
revival coincided with that of Japan’s heavy industry after 1950. By 
1953 production had risen above 1,200,000 tons; almost all of this was 
exported to Japan. 3 

During the thirties the exploitation of bauxite and manganese ore 
was also in Japanese hands. The output was shipped to Japan. After 
the war the Aluminium Laboratories Ltd. of Montreal and the British 
Aluminium Company Ltd. did some prospecting, 4 but the actual mining 
of bauxite was not resumed until 1952. In 1954 a locally registered 
company was responsible for the small output (166,000 tons) which was 
exported mainly to Japan. 6 No manganese ore has been mined since 
the war. 

Ilmenite, a mineral recovered during the process of separating the 
tin concentrates from the ore, was first produced in considerable quan¬ 
tities during the thirties. Demand for this product increased because 
of the growing use of titanium oxide in the manufacture of white paints. 
Since the war new methods of treatment, such as the use of electro-static 
separators, have been introduced by the dredging and open-cast mining 
companies, and exports have risen above the pre-war level. Most of the 
extraction has been undertaken by two European companies. 8 

All these are examples of minerals which have been brought into 
commercial use during the last two or three decades. The mining of 
gold, on the other hand, is an ancient Malayan industry. Chinese 
miners were concerned with it from the sixteenth century, if not much 
earlier, and at one time the Peninsula was renowned as a source of 
gold. European participation in the industry was of little consequence 
until the 1890s when prospectors were attracted by stories of vast 
auriferous deposits in Pahang. Raub Australian Gold Mining Ltd. was 
1 H. G. Callis, Foreign Capital in South East Asia , p. 56. 

2 U.N.E.C.A.F.E., Coal and Iron , p. 119. 

8 Federation of Malaya, Annual Report 1954 , p. 191. 

4 Federation of Malaya, Mines Department, Annual Report 1949 , p. 16. 

6 Federation of Malaya, Annual Report 1952 , p. 149, and Annual Report 1954 , 
p. 191. 6 Federation of Malaya, Annual Report 1953 , pp. 162-3. 
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the chief firm to engage in this trade. Although the hopes which were 
originally entertained were not fulfilled, the company eventually enjoyed 
a measure of success. Several other Western ventures failed. 1 In 1938 
Malay’s gold production was about 40,000 oz., of which three-quarters 
was produced by the Raub company’s underground mines. The 
remainder came from a number of small alluvial workings where gold 
was won by Chinese as a by-product of tin-mining. 2 During the war 
the Raub plant was dismantled by the Japanese, and post-war recovery 
has been slow in all sections of the industry. In 1954 Malaya’s gold 
output was about half the pre-war amount. 3 

1 Wright and Reid, op. cit., p. 264. 

2 F.M.S. Department of Mines, Annual Report 1938 , pp. 9-10. 

3 Federation of Malaya, Annual Report 1954 , p. 192. 
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THE INDONESIAN MINING 
INDUSTRIES 

mining affords an illuminating example of the contrasted methods by 
which development was brought about in Malaya and Indonesia. In 
Malaya the government made an important contribution to the efficient 
development of mining through the controls exercised over operating 
conditions. In Indonesia, at any rate in the older branches of mining, 
the government went much further and from early times it assumed 
responsibility for the actual conduct of many undertakings. In the 
latter country the State’s entrepreneurial functions were extensive, and 
in some fields dominating, whereas in the former country the State 
confined itself to assisting and regulating the activities of private 
concerns. 

Before 1850 the government of the N.EJ. reserved all mining rights 
to itself, and it was not until the second half of the century that oppor¬ 
tunities were allowed to private enterprise. At first the assignment of 
mining rights was by executive order. Then, in 1899, the Mining Act 
defined the conditions under which operations by private concerns 
might be conducted. The principles expressed in the Act were broadly 
similar to those that informed the mining legislation of Malaya. Rights 
over the land surface conferred no rights of mining and these continued 
to be vested in the government. Prospecting for the chief minerals was 
controlled by licences issued by the provincial administrations, and 
mining concessions were granted by the Governor-General. Both 
prospecting licences and concessions were restricted to Dutch subjects, 
to residents in the Netherlands or the N.E.I., and to companies regis¬ 
tered in one of these countries. The annual duties payable by pros¬ 
pectors and the royalties due from mining concerns were laid down in 
the Act. Various other regulations were subsequently introduced for 
the purpose of safeguarding the State’s rights and of promoting the 
growth of mining on lines acceptable to the government. 1 

In spite of the growth of private enterprise, the State continued to 
own and to administer a substantial part of the industry. Most of the 
tin-mining remained in its hands. It owned and operated coal-mines 
and a gold- and silver-mine, and became a partner in a concern engaged 
in oil-mining. 2 The management of the government undertakings was 

1 A. L. ter Braake, Mining in the pp. 21-5. 

a Fumivall, op. cit. t p. 326. 
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entrusted to the Bureau of Mines which marketed the output through its 
sales department. The Bureau was also responsible for the administra¬ 
tion of the Mining Act and for the conduct of geological surveys. As in 
Malaya, these surveys made a fruitful contribution to the expansion of 
all branches of the mining industry. The transference of authority to 
the Republic of Indonesia has not yet disturbed these legal arrange¬ 
ments, although the introduction of a new mining Bill is contemplated. 
On the other hand, the political change has affected the way the law is 
administered, and since 1950 the granting of new leases has been in 
abeyance. 

1. Tin 

Tin-mining in Indonesia has been confined to three islands—Banka, 
Billiton and Singkep. Banka was a centre of the industry from very 
early times and there production was originally undertaken on behalf 
of the Sultan of Palembang. In 1722 the Dutch East India Company, 
which had already bought tin for shipment to Europe, persuaded the 
sultan to grant it a monopoly of the trade. By this time the native 
rulers had become aware of the skill and aptitude of Chinese miners, 
and they anticipated the recruitment campaigns of modern times by 
sending their agents to South China to enlist workers. From the early 
eighteenth century, therefore, the mines were manned mainly by 
Chinese. 1 

In 1812, during the British occupation of Java, the sultan ceded his 
mineral rights to Great Britain, and when in 1816 sovereignty was 
restored to the Dutch, the mineral rights went with it. Thenceforward 
Banka tin was worked by the Dutch Colonial Government. At first, 
Chinese methods of getting the ore were followed. Then, soon after the 
middle of the century, improvements were effected in technique, includ¬ 
ing the introduction of the famous Banka drill used in prospecting for 
alluvial deposits. 2 Output grew from 5,000 tons a year in the 1850s to 
10,000 tons a year in the 1890s. In the first decade of the new century 
Australian technical methods were introduced and a further expansion 
occurred. In 1937 output from Banka reached 22,000 tons, and in 1941, 
31,000 tons. 3 

The existence of workable deposits on Billiton was not discovered by 
the Dutch until 1851. Shortly afterwards a private concern, formed 
with the encouragement of Prince Henry, obtained a mining concession. 
Its initial ventures were unsuccessful and in 1860 the concession was 
taken over by the Billiton Maatschappij. This company also en¬ 
countered difficulties in its early years; but after the discovery of richer 
deposits it was able to raise fresh capital and to install new equipment. 

1 ter Braake, op. cit ., p. 36. a ibid., p. 37. 

a International Tin Study Group, Statistical Year Book 1954, p. 142. 
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At the same time Chinese immigration assured an ample supply of 
labour. Output from Billiton rose from 200 tons in 1861 to over 
5,000 tons in 1878. No further advances occurred until the First World 
War when another period of growth began. In 1937 production reached 
13,500 tons and in 1941 19,000 tons. 1 For many years the Billiton 
Maatschappij worked the mines as the sole concessionnaire, although 
after 1892 five-eighths of its net profit had to be paid to the government, 
which appointed three representatives to its board. In 1923 the conces¬ 
sion was transferred to a new body, the Billiton Joint Mining Company 
(Gemeenschappelijke Mijnbouw Maatschappij Billiton) in which the 
government held five-eighths of the shares and the Billiton Maatschappij 
the remainder. 2 

The Singkep Company was formed in 1889 to work deposits on that 
island with a concession from the Sultan of Lingga. Its output never 
became large, and in 1934 the company was acquired by the Billiton 
Joint Mining Company. Two other tin-mining companies had a very 
brief existence. The Stannum Company, established in 1925 to operate at 
Bangkinang, Sumatra, was wound up in 1930; the N.I. Tin Exploitation 
Company, founded in 1926, ceased to exist in 1931. 3 Thus for the greater 
part of the modem era tin-mining has been concentrated in two con¬ 
cerns, one wholly owned and the other, in recent times, partly owned 
by the government. The contrast to Malaya, with its hundreds of 
separate undertakings, could hardly be more striking. 

During the nineteenth century most of the deposits were worked by 
hand. In the first decade of the present century gravel pumping and 
hydraulicing were introduced and after 1920 dredging became the chief 
method. At the present time two-thirds of the output is obtained by 
dredging. Some ore has been obtained from large open-cast mines and, 
as in Malaya, the Chinese have leased and worked on a tribute system 
ground unsuited to large-scale mining. The isolation of the tin-mines 
from other modern industrial activities compelled the undertakings to 
provide a multiplicity of ancillary establishments and, indeed, to furnish 
most of the services needed by the workers and their dependants, who 
in 1939 numbered 40,000. The ancillary works included power stations, 
engineering workshops, charcoal plants for the smelters, timber yards, 
waterworks, printing works, hospitals and hotels. Since most of the 
food supply had to be shipped to the islands, the concerns maintained 
large stocks of rice and other foodstuffs. 

During the nineteenth century each mine followed the traditional 
Chinese practice of smelting its own ores. A Dutch chemist invented 

3 International Tin Study Group, Statistical Year Book 1954, p. 142. 

2 ter Braake, op. cit., p. 37, and Fumivall, op. cit., p. 327. 

3 Fumivall, op. cit., p. 327, and International Tin Study Group, Statistical Year 
Book 1954, p. 142. 
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an improved furnace known as the Vlaandercn which gradually 
superseded the older types. As in Malaya, the introduction of 
new techniques in the twentieth century led to the centralisation of 
smelting and by 1930 the number of smelters on Banka had been 
reduced to five. 1 Yet even these improved furnaces were small 
and uneconomical compared with the great smelters erected abroad, 
and during the 1920s a high proportion of the N.E.I. output was 
shipped to Singapore. After 1933 Singapore lost this business to the 
new smelter at Arnhem, of which the Billiton Maatschappij was part- 
owner. 

When the international restriction schemes were first introduced 
during the early thirties, the N.E.I. was reluctant to join, for its mines 
were low-cost producers. But the persistence of low prices overcame 
the government’s objections and the N.E.I. became a participant. 
Because of the concentration of control the task of administering the 
quotas was found to be much simpler than in Malaya. 

In the course of the Second World War the plant of the mines was 
seriously damaged, but the high price of tin during the post-war period 
enabled the concerns themselves to finance re-equipment. The estab¬ 
lishment of an independent Indonesia naturally had profound effects 
on the organisation and control of an industry previously owned and 
operated to a large extent by the Colonial Government. From 1948 to 
1953 the management of Banka mines was entrusted to the Billiton 
Joint Mining Company; but on the expiry of the contract it was 
assumed by the government. The Billiton and Singkep mines have 
remained under the management of the Billiton Joint Mining Company. 

Post-war economic and political changes have also affected the dis¬ 
posal of ore for smelting. Before the war two-thirds of the concentrates 
were sent to Holland, and the rest were dealt with in the Banka smelters. 
During the war the Americans set up the Longhorn smelter in Texas so 
as to free themselves from dependence upon capacity outside their own 
political control. The dollar scarcity after 1945 gave a strong induce¬ 
ment to the Indonesians to send their ore to the United States. In recent 
years about a third of the output has gone to the Texas smelter (managed 
by the Billiton Maatschappij on behalf of the U.S. Government), while 
most of the rest has been sent to Arnhem. The production of the local 
smelters has been insignificant. 

2. Coal and Ore 

The absence of easily worked deposits of good coal and difficulties of 
transport meant that coal-mining presented few attractions to private 
enterprise. It was left to the government to start the industry and 
throughout the modem era most of the output has come from official 
1 N.E.I. Div. of Commerce, Handbook of the N.E.I. 1930 , p. 246. 
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undertakings. The first steps were taken for strategic reasons. The 
government was anxious to escape from dependence upon European 
supplies of coal which might be cut off in time of war, and its anxieties 
increased with the growth in the demand for fuel for steamships . These 
fears led to the opening in 1849 of the first coal-mine in Indonesia, a 
government undertaking in South-east Borneo. The enterprise was on 
a very small scale—during the thirty-six years of its existence the mine 
produced only 300,000 tons—and because of high transport costs it was 
financially unsuccessful. 1 Just after the middle of the century there was 
extensive prospecting both by the government and the and as 

a result a few other small mines were opened by the government and by 
private firms in various parts of the N.E.I. 2 Yet their output remained 
wholly insufficient to relieve the country of dependence on imported 
supplies. 

In 1866 a government engineer discovered a rich deposit of coal at 
Ombilin on the west coast of Sumatra. Many difficulties of transport 
and of mining technique had to be overcome before the deposits could 
be worked, and in the end a narrow-gauge mountain railway, 100 miles 
in length, had to be built to link the mines with the coast. Moreover, 
as the local people were averse from working in mines, Javanese labourers 
had to be brought in. So it was not until 1891 that the mines came into 
production—as a government undertaking. The venture was successful 
and by the late thirties the mines were producing nearly 600,000 tons of 
coal a year. 3 In 1919 another government mine, which in the late 
thirties had an output about equal to that of the Ombilin mines, was 
started in Sumatra some eighty miles from Palembang. 4 

Besides these, a few private concerns continued to participate in this 
industry. In the later years of the nineteenth century the Oost Borneo 
Mij. began to work deposits near Samarinda in East Borneo, and in 
the early years of the present century a more important development 
began in the basin of the Beraoe River in North-east Borneo. In the 
past the native population in this region had dug coal and sent it down 
the river by praouw to the coast, where steamers stopped to bunker. 
In 1904 a seventy-year-old Dutchman named Cools, who, on retire¬ 
ment from the N.E.I. army, decided to try his fortune in Borneo, 
obtained a mining concession from the local sultan. Although the 
N.E.I. Government contested his title, being anxious to retain its 
monopoly of coal-mining, he began operations. He overcame the 
shortage of labour by bringing in workers from other parts of the 
country and he consolidated his position by obtaining a contract 
with the K.P.M. This firm had long wanted access to local supplies of 

1 ter Braake, op. cit ., p. 59. 

2 ibid.; Mansvelt, op. cit., vol. n, p. 422. 

8 ter Braake, op. cit., pp. 59-61. 
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fuel for bunkering its ships, and it was ready to finance Cools so that 
he wight enlarge his undertaking. Ultimately the coal-mining concern 
was reorganised so as to overcome the objections of the government* 
and in 1914 Cools, the sultan and the K.P.M. collaborated in forming 
the N.V. Steenkolen Mij. Parapattan. The K.P.M. took over the 
management and in 1920 became the sole owner. 1 During the late 
thirties this mine produced about 300,000 tons a year. 2 At that time 
a few other small concerns, mostly in Indonesian or Chinese ownership, 
were in the coal-mining business. The total output in the N.E.I. then 
amounted to about 2 million tons a year. 3 During the war the 
equipment of the Ombilin mines was badly damaged, and their 
rehabilitation was delayed through the dismissal of the experienced 
Dutch engineers when the Indonesian Government took over these 
properties. In 1953 the total output was a little over half the total pre¬ 
war amount. 4 

In other branches of mining private enterprise, at any rate in modern 
times, has had the predominant share. In the mining of precious metals, 
which was practised from ancient times in the East Indies, the Dutch 
East India Company displayed some interest from its early days. It 
brought in German miners from the Harz Mountains, and these worked 
the Salida silver-mine on the west coast of Sumatra for many years. 5 
In the nineteenth century, gold produced in North Celebes was among 
the products received as tribute under the cultuurstelsel In the last 
three-quarters of the century gold- and silver-mining has been an 
activity of private concerns which have operated on government conces¬ 
sions. Most of these ventures failed and only two of the mines, those 
at Lebong Donok and Lebong Tandai in West Sumatra, achieved any 
measure of success. The former which was taken over by German 
interests in 1936 was closed down during the war. 7 An American 
venture which began in the late thirties came to nothing. Several 
European attempts to work the Borneo diamond deposits were even 
less successful. In this industry production remained in the hands of 
Asians, Indonesians in South-east Borneo and Chinese in West Borneo. 8 
The diamond-cutting factories at Martapura have also been run by 
Indonesians. Western enterprise has been confined almost entirely to 
the commercial side of the industry. 

On the other hand, in the newer branches of mining, the Western 
achievements have been very substantial. These branches include the 

1 de Boer and Westermann, Een Halve Eeuw Paketvaart 1891-1941 , pp. 304-7. 

2 ter Braake, op. cit., p. 64. 

8 U.N.E.C.A.F.E., Coal and Iron , p. 76. 

4 U.N.E.C.A.F.E., Economic Survey 1954 , p. 202. 

5 ter Braake, op . c/7., p. 50. 6 Mansvelt, op. c/7., vol. ii, p. 77. 

7 ter Braake, op. cit., pp. 53-4. 8 ibid., pp. 92-4. 
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mining of bauxite , nickel and, above all, oil The official Bureau of 
Mines can claim the credit for having discovered, in the early years of 
the present century , the bauxite deposits on the islands of Bintan and 
Kojang in the Riouw Archipelago. Mining rights were granted initially 
to a Dutch syndicate which later transferred them to the Billiton Joint 
Mining Company. After the development work had been accomplished 
by this company, the Nederlands-Indische Bauxiet Exploitatie Mij. 
was formed (in 1932) to exploit the deposits. Operations began in 1935. 
By 1940 the output exceeded 275,000 metric tons. 1 Since the war the 
output has been far greater than this, 2 but plans for the erection of a 
hydro-electric station and a factory for aluminium manufacture have 
not been carried out. 

The war, and the collapse of civil order afterwards, had a more 
serious effect on nickel than on bauxite mining. That industry also was 
of recent origin. The Bureau of Mines discovered in 1916 the presence 
of nickel deposits in East Celebes, and after the First World War 
prospecting licences were issued. As a result, mining concessions were 
ultimately granted to two concerns, one a subsidiary of the Billiton Mij. 
and the other an associate of the Oost Borneo Mij. Mining began in 
1937 and in 1940 about 55,500 metric tons of ore were produced. 3 The 
two concerns had planned to erect installations for processing the ore 
when the war broke out. Mining operations were then abandoned, and 
after the war attempts to resume them broke down because of the 
unsettled political conditions in the mining region. Private enterprise 
has shown remarkable resilience in the face of the uncongenial condi¬ 
tions of post-war Indonesia, but it can scarcely hope to survive long 
periods of insecurity. 

5 . Oil 

The major new development in Indonesian mining in the present 
century was in the oil industry. Tn many ways this industry is typical 
of Western enterprise in the most recent period. Although in its inception 
it owed much to adventurous pioneers, its rise to its present magnitude 
was brought about chiefly by massive organisation fortified by applied 
science and large-scale finance. Yet this does not mean that the part 
played by individuals was undistinguished. On the contrary, the few 
great businesses in which oil-mining, refining and distribution became 
concentrated were themselves the creation of a small number of excep¬ 
tionally gifted and forceful men whose decisive accents sound clearly 
above the anonymous murmurings of the joint-stock companies which 
were their instruments. 

1 ter Braake, op, cit. t pp. 77-9. 

2 Indonesian Information , 5 February 1953, p. 13. 

3 ter Braake, op, cit. % pp. 80-3. 
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Mineral oil from seepages had been used for generations by the native 
peoples in various regions of the East Indies, and the Government was 
aware of the existence of the deposits many years before Western 
private entrepreneurs became interested. The first prospecting licences 
were granted after a Dutch scientist, von Baumhauer, had reported 
favourably in 1860 on samples of local oil, and the first drilling opera¬ 
tions were undertaken near Cheribon in Java in 1871 by Jan Reerink, 
a storekeeper. The yields were small and Reerink soon abandoned his 
venture. The same result attended many other experimental borings 
during the seventies. Then, in the next decade, rich deposits were 
discovered in Sumatra and Borneo, and it was in those islands that the 
industry became established. In Sumatra the pioneer was the manager 
of a tobacco firm, A. J. S. Zijlker, who found oil at a seepage near 
Langkat which, when distilled, yielded excellent illuminating oil. 
Zijlker obtained a concession from the Emir of Langkat and began 
drilling in 1884. When he met with difficulties caused by the pressure 
of gas he called the Bureau of Mines to his aid, and in the next 
few years he succeeded in raising considerable quantities of market¬ 
able oil. 1 Meanwhile the Dordtsche Petroleum Mij. had begun 
operations near Surabaya, and a few other prospectors had entered the 
field. 

These pioneering ventures disclosed the presence of valuable re¬ 
sources, but substantial development depended upon the introduction 
of capital on a very large scale. This capital, and the entrepreneurial 
skill that went with it, were provided from two sources, The Hague 
and London. In 1890 Zijlker sold his concession to a financial group, 
which, with the encouragement of the King of the Netherlands, floated 
the Royal Dutch Company with an issued capital of 1,300,000 guilders. 
At the outset the new concern was confronted with formidable problems 
of production and transport in a region covered with virgin jungle. But 
it was fortunate in enlisting the services of men of high quality. In 1892 
J. B. Kessler was appointed managing director and under his strong 
leadership the company started on a career of rapid expansion. 2 By 
1896 some fourteen wells were in production and a pipeline had been 
laid through the jungle from the wells at Langkat to a refinery at 
Pankalan Brandan. Yet success did not come easily. Not only were 
the first yields below expectations, but the long interval between 
production and sale resulted in the company’s becoming short of 
working capital. 

At this critical juncture Kessler encountered Henri Deterding, a sub¬ 
agent of the N.H.M. at Penang. Deterding had sufficient confidence in 
the company’s future to take the unprecedented step of authorising 
1 ibid., p. 67. 

a Royal Dutch Petroleum Co., Diamond Jubilee Book , pp. 9-10, 

175 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

advances from his bank on the security of the oil produced. 1 In this 
way the immediate obstacles were surmounted, but the transaction had 
impressed both men with the necessity for improving methods of 
marketing. Soon Kessler had persuaded Deterding to join the Royal 
Dutch and to undertake the responsibility for organising sales. Deterding 
was determined to get the oil to the consumers at maximum speed. He 
enlarged the tanker fleet, installed storage tanks in the chief Eastern 
ports and extended the company’s market beyond the Indies. To bring 
down costs of distribution, he reduced the selling agents’ commissions 
and, where possible, dispensed with their services. Nevertheless, the 
company’s difficulties persisted. In 1898 yields from certain of the wells 
suddenly declined, and for a time the Royal Dutch could obtain the 
supplies needed to fulfil its contracts only by buying oil from the 
Russians. Furthermore the extension of the company’s markets had 
brought it into conflict with the Standard Oil Company of New Jersey. 
Rockefeller, to counter the competition, tried to obtain a controlling 
interest in Royal Dutch, and when this attempt failed he threatened to 
start producing in the East Indies. His most promising means of entry 
appeared to be through the purchase of a French company which was 
operating a concession in South Sumatra, but this plan was foiled by 
the N.E.I. Government which declared itself ready to deny a concession 
to any concern controlled by Standard Oil. Rockefeller then sought to 
overcome his competitor by offering oil at very low prices in common 
markets. This had a very depressing effect on Royal Dutch profits, and 
at the turn of the century the financial position of the company was 
again precarious. 2 

Kessler died at the end of 1900, and it was left to Deterding, who then 
assumed command, to carry the company forward to success. Roths¬ 
childs came forward with financial aid in the struggle against Standard 
Oil, and rich new oil-wells were brought into operation, including those 
at Tarakan, East Borneo, which began to yield in 1902. Deterding 
settled upon three policies: first, to persist in his ‘straight line’ selling 
from refinery to consumer—without the interposition of middlemen; 
secondly, to replace the empirical methods of prospecting by scientific 
methods; and thirdly, to reduce price competition by combination or 
agreement with competitors. In pursuance of this third policy Royal 
Dutch proceeded to absorb a number of small oil-mining concerns in 

1 The co-operation between Kessler, the producer, and Deterding, the banker, at 
this stage recalls the association, at an equally critical moment, of Sir Hugo Hirst 
of the G.E.C. and Sir Edward Holden of the Midland Bank. Economic progress in 
an age of large-scale organisation often turns on the readiness of men with large 
financial resources at their command to back their own judgement of the quality of 
pioneers rather than to confine their lending operations to clients in well-established 
businesses. 

2 H. Deterding, An International Oilman , pp. 40 et seq. 
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the East Indies. Then, in 1902, it came to an understanding over prices 
with the Dordtsche Petroleum Mij., which it subsequently acquired. In 
1904 it bought the French-owned company in South Sumatra with its 
fifty wells and its refinery near Palembang, which henceforth became 
the central refinery for the Royal Dutch oilfields in that region. Finally, 
the policy received its most significant expression when the Royal 
Dutch came to an agreement with the N.E.I. subsidiary of the Shell 
Transport and Trading Company of London. This prepared the way 
for the amalgamation of the two concerns, and the creation in 1907 of 
Royal Dutch Shell. 1 

The rise of the Shell Company had been by a very different path from 
that taken by the Royal Dutch. About the time when Zijlker obtained 
his concession in Sumatra, another prospector named J. H. Menten 
discovered oil in Borneo. Unable to enlist financial backers in the 
Netherlands, he turned to London and obtained the support of Marcus 
Samuel. Samuel had started his commercial career as the owner of 
a small business in Houndsditch which dealt chiefly with painted shells 
from the East. He took on other lines of trade—curios, rice and general 
produce. In the course of a business trip to Japan he was attracted to 
the opportunities presented by the oil trade, and he began to ship oil 
from Russia to the Far East. Like Deterding, he obtained financial 
backing from the Rothschilds, and in 1897 he founded the Shell Trading 
and Transport Company with a capital of £1,800,000. By this time 
Deterding was actively engaged in extending the area of the Royal 
Dutch sales, and Samuel’s oil business began to suffer from this com¬ 
petition. His riposte was to acquire sources of supply in the Far East; 
for this reason he bought the Borneo concession. The investment needed 
to bring it into bearing was heavier than had been anticipated, and 
Samuel invoked the aid of the British Government on the ground that 
oil was becoming of increasing strategic importance. The British 
Government made no response, but soon the yields from the Borneo 
wells removed these financial embarrassments, and Shell was able to 
confront the Royal Dutch as a powerful rival. 2 

It was this situation that disposed the two concerns to come together. 
The first step was the establishment in 1903 of the Asiatic Petroleum 
Company as a joint selling organisation. The financial combination of 
Royal Dutch and Shell followed in 1907. The Dutch and British com¬ 
panies retained their separate identities as holding companies and 
exercised their control through two new concerns, the N.V. de Bataafsche 
Petroleum Mij. (the B.P.M.) for exploration and production, and 
the Anglo-Saxon Petroleum Company for transport. 3 These two 

1 ibid., passim. 

2 Dictionary of National Biography 1922-30, p. 737. 

8 Royal Dutch Petroleum Co., op. cit., pp. 15-16. 
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companies, and also the Asiatic Petroleum Company, had the same 
managing directors. It will be observed that the two constituents of 
Royal Dutch Shell began their careers in widely separate fields of 
interest and became competitors through a process of forward integra¬ 
tion in one case and backward integration in the other. 

Royal Dutch Shell remained the leading concern in the N.E.I. oil 
industry, but had no monopoly. Standard Oil, though frustrated in the 
nineties, gained a footing with the formation in 1912 of its subsidiary, 
the Nederlandse Koloniale Petroleum Mij. It began mining in Central 
Java in 1914. In 1922 it discovered new deposits in South Sumatra and 
built a refinery near Palembang. In 1931 the Standard Oil Company 
of California established a subsidiary in the N.E.I., but this did not 
begin production until after the Second World War. 1 Several smaller 
concerns entered the industry at various periods in the present century, 
notably the Japanese-owned Borneo Oil Company, formed in 1930. 
The rivalry among the several concerns did not preclude co-operation 
for common purposes. For example, just before the Second World 
War the main companies collaborated in prospecting in New Guinea. 
In this work extensive use was made of the new technique of air 
mapping. 2 

It is clear that the oil industry was in the main a sphere of private 
enterprise; but State participation was not entirely lacking. In 1921 the 
N.E.I. Government and the B.P.M. collaborated in forming the 
Nederlands-Indische Aardolie Mij. (N.I.A.M.) to work oil deposits in 
South-east Sumatra. As in many other undertakings owned jointly by 
the State and private interests, the management was left in the hands 
of the private partner. 3 

The total output of crude oil rose from 1,500 thousand tons (metric) 
in 1913 4 to 7,400 thousand tons in 1938. 5 On the eve of the Second 
World War 7 refineries were operating in the N.E.I., 3 in Sumatra, 

1 in East Borneo and 3 in Java. 6 This massive development would 
have been impossible without the intervention of the great concerns 
whose activities were world-wide. They were the instruments by 
which technical innovations in oil-mining, refining and distribution, 
wherever they might originate, were introduced to the East Indies. In 
many respects the problems encountered in creating this oil industry 
were far more exacting than those of other countries. Whereas in the 
United States means of communication were already in existence when 
the industry began, in the N.E.I. the companies themselves had to build 
roads, to dredge rivers and to provide most of the services needed by 
the technicians and the labourers who worked on the installations. At 

1 ter Braake, op. cit. 9 p. 68. 2 ibid., pp. 68-9. 

3 ibid., p. 68. 4 Furnivall, op. cit., p. 329. 

6 U.N.E.C.A.F.E., Economic Survey 1954 , p. 202. 6 ter Braake, op. cit., p. 75. 
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the same time, the jungle-covered terrain presented obstacles far more 
formidable than those met with in desert countries. Whatever criticisms 
may be levelled against the conduct of these enterprises, and although 
the ethical problem of the just distribution of the revenue earned from 
their operations does not admit of easy solution, the fact remains that 
it was Western enterprise alone which enabled the vast natural resources 
of the region to be tapped, thus creating a new source of income in 
which Asians and Westerners have both shared. 

The oil industry sustained heavy damage to its property during the 
war, and in the post-war period it was faced with many novel problems. 
The breakdown of civil order brought delays in reconstruction; for 
example, several years elapsed before the B.P.M. was able to recover 
possession of its refinery at Pankalan Brandan. Furthermore, the 
establishment of an independent Indonesian Government altered the 
administrative environment in which the industry operated and raised 
the risks of investment. On the whole, however, the bargaining position 
of the companies vis-a-vis the government has been stronger than that 
of Western enterprise in most other fields. The government has derived 
considerable revenues from oil, and it has been aware that these might 
suffer if the companies were exposed to the full blast of nationalist ill- 
humour. It has been recognised, moreover, that since the reserves of 
oil are not believed to be very large, fresh investments might not be 
forthcoming if the existing undertakings were to withdraw. These 
considerations have had their effect on policy. Under the ‘Let Alone’ 
agreement between the government and the companies, the latter were 
allowed to retain the foreign exchange received from their sale of oil in 
export markets for a number of years, on condition that they made no 
demand on the government’s foreign exchange funds for rehabilitation. 
The government, though with modest success, has at times tried to 
damp down the demands of the militant trade unions that have arisen 
to the discomfiture of the oil companies. On the other hand, in this 
industry as in most others, the usual reluctance has been displayed in 
granting visas for foreign staff, even for experts required for particular 
projects. Moreover, the future legal position of the oil companies has 
remained obscure; for example, it is uncertain whether B.P.M.’s arrange¬ 
ment with the government for the operation of the N.I.A.M. fields will 
be renewed when it expires in 1960. 

The companies have sought in various ways to accommodate them¬ 
selves to the new political environment. Mankind, as Gibbon said, is 
governed by names, and in the Indonesian oil industry names liable to 
grate on nationalist ears have been replaced by those less likely to recall 
the colonial past. The Nederlandse Koloniale Petroleum Mij. has 
become the Standard Vacuum Petroleum Co., and the Nederlandse 
Pacific Petroleum Mij. has become Caltex. The companies have also 
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become alive to the necessity of recruiting Indonesian staff and have 
established training schemes for this purpose. An instance is the 
B.P.M.’s school in its Sumatran oilfields. The companies have sunk 
a considerable amount of capital in the rehabilitation of oilfields and 
installations and in completing works begun before the war. But so far 
little new development has occurred, and no new concessions have been 
taken up. A few of the projects planned in pre-war days have been 
abandoned; for instance, Caltex has decided not to proceed with its 
plan of building a refinery in Sumatra. Yet, despite all its difficulties, 
the oil industry has greatly increased its output. In 1953 the crude oil 
output was 10,200 thousand tons compared with 7,400 thousand tons 
in 1938. 1 In oil as in rubber, Indonesia has been reaping the benefits 
of the development work undertaken in the thirties. Present prosperity, 
however, may be enjoyed at the expense of future production. A policy 
of living on the proceeds of past investments of capital and enterprise 
is by no means compatible with continued economic progress. 

1 U.N.E.C.A.F.E., Economic Survey 1954 , p. 202. 
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BANKING IN INDONESIA 

since the provision and regulation of a currency system are among the 
major functions of a sovereign government, it was to be expected that 
in this field the role of Western enterprise in Indonesia and Malaya 
should be sharply contrasted with that in China and Japan. In Japan 
the creation of a monetary and banking system was one of the chief 
constructive tasks which the Meiji Government set itself in the last 
quarter of the nineteenth century, and the activities of the Westerners 
soon became limited to foreign exchange banking. In China they went 
far beyond it. Until the 1930s the Chinese Government failed to 
discharge—indeed scarcely attempted to discharge—the monetary 
functions upon which the efficient conduct of modern commerce and 
industry depend, and Westerners were forced, by the necessities of their 
developing trade and industries, to accept substantial monetary respon¬ 
sibilities. Yet, in the absence of political control, it was never within 
their power to extend a modern currency and banking system over 
China as a whole, and their functions, at any rate in China Proper, 
hardly went beyond the periphery of the economy to which their 
commercial activities were limited. 1 

In Indonesia and Malaya, on the other hand, there were no political 
restraints upon the introduction of such monetary systems and financial 
institutions as the economic development of those countries at the hands 
of Westerners might seem to require. The colonial governments for 
their part were free to issue currency and to control monetary policy, 
while the financial houses of metropolitan countries found a new field 
for the use of their resources and the exercise of their enterprise. The 
importance of these activities in the development of Indonesia and 
Malaya must be emphasised, for without a sound currency and efficient 
and versatile financial institutions progress in trade and agriculture 
would certainly have been retarded. Yet it would be misleading to 
suggest that the Westerners came to South East Asia with ready-made 
solutions to the financial problem or with institutions already well 
adapted to the economic needs of the regions. In the early nineteenth 
century Western banking and monetary systems were themselves in 
process of development, and the answers to many of the perplexing 
financial questions presented by the conditions of primitive economies 
were found only after long experience. 

1 cf. G. C. Allen and A. G. Donnithome, Western Enterprise in Far Eastern 
Economic Development: China and Japan* Chapter VI. 
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The Netherlands East Indies at the beginning of the nineteenth 
century was faced with grave monetary problems. In the period that 
immediately followed Raffles’s administration the currency consisted 
of silver florins minted in Holland, paper money issued by the N.E.I. 
Government and copper coins. It was in the copper coins that most 
of the transactions with the natives were conducted and, during the 
period of the cultuurstelsel , the government used them for paying for 
the labour exacted from the peasantry. The copper coinage, which was 
legal tender for any amount, was minted from metal imported from 
Japan, and in the second quarter of the nineteenth century it was issued 
at a face value above that of its metallic content. The Treasury made 
considerable profits from this coinage, but over-issue led to its deprecia¬ 
tion. Tn 1828, with the object of restoring currency stability, as well as 
of providing means for the financing of private enterprise, the Governor- 
General took the initiative in founding the Java Bank with the right of 
issuing notes in terms of silver florins. This foundation was essentially 
a government enterprise, for the public showed little interest in it, and 
nearly all the capital (1 million florins) was furnished by the government 
and the N.H.M. 1 

In the early part of its career the bank encountered serious difficulties 
in discharging its monetary functions. Apart from the copper coins 
issued by the government, large quantities were smuggled into the 
country by private persons in search of the profits to be earned on the 
difference between the face value and the metallic content. Conse¬ 
quently, the coins suffered a further depreciation, while the silver 
currency passed out of circulation, and the bank had difficulty in main¬ 
taining the silver reserves against which its notes were issued. 2 When 
the bank was compelled to issue notes against copper deposited with it 
by the government, its reserves disappeared, since the holders of the 
notes cashed them for silver. Thus, the initial attempt to establish a 
sound currency failed. In 1845 the government was compelled to relieve 
the bank of its obligation to redeem its notes in silver and it introduced 
drastic measures to establish monetary stability. The coinage of copper 
and the importation of copper coins were both prohibited. 3 

The next ten years saw the gradual transition to a silver exchange 
standard. At first the bank was authorised to issue paper money in the 
form of silver certificates which were made full legal tender. But as the 
bank had no silver reserves the government undertook to exchange 
drafts on the Netherlands Treasury for silver certificates to any amount. 

1 L. de Bree, Nederlandsch-Jndie in de Twintigste Eeuw: Het Bankwezen , p. 33, 
and W. M. F. Mansvelt, op. cit. 9 vol. i, p. 192, and E. S. de Klerck, History of the 
N.E.I ., vol. n, p. 135. 

1 W. F. Spalding, Eastern Exchange , Currency and Finance , p. 267, 

8 ibid.; de Klerck, op. cit. 9 vol. n, p. 214. 
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This meant in effect that the value of the currencies of the colony and 
of the Netherlands became identical except for fluctuations, which were 
at first of some magnitude, within the specie import and export points. 1 
During this period silver certificates and copper coins were officially 
exchanged at a ratio which recognised the depreciation in the face value 
of the latter, and the excessive issue of these coins was steadily reduced. 

The silver certificates were originally intended as a transitional 
currency ultimately to be redeemed in silver. This was accomplished 
after the Netherlands Indies Currency Act of 1854 made silver coins of 
£, 1 and 2\ guilders (or florins) unlimited legal tender. At the same 
time, the note issue of the Java Bank was subjected to a maximum 
limit, which narrowly restricted its ability to create credit. The N.E.I. 
and the Netherlands became a single currency area subject to a 
monetary policy determined by the Metropolitan Government. 2 

The Colony followed the Mother Country on to the gold standard 
when the continuous depreciation of silver made this change desirable. 
The transition to gold took place in 1877 when the gold 10-guilder piece 
nominally became the standard coin of the N.E.I., two years later than 
in the Netherlands itself. The gold guilder did not in practice circulate 
in the Indies, and the greater part of the currency from then onwards 
consisted of token silver coins and bank-notes which it was the function 
of the Java Bank to maintain at gold parity. In other words, from 
1877 the N.E.I. was on a gold exchange standard and a substantial part 
of the reserves of its Central Bank was held in the Metropolitan Country 
and in other financial centres, or in foreign bills and deposits payable 
in gold. 3 The link with the Dutch guilder survived until 1940 in spite 
of the monetary vicissitudes of the preceding quarter of a century. The 
Colony had followed the Dutch when they abandoned the gold stan¬ 
dard in 1914 and, like them, returned to it in 1925. Both countries again 
abandoned gold in 1936. 

It is open to debate whether an autonomous monetary policy would 
have been of advantage to the N.E.I. It may be argued, for instance, 
that there were serious objections to the maintenance of the gold 
standard during the World Depression when competitor countries for 
the most part depreciated the exchange value of their currencies. More 
generally, it may be contended that the pace of economic advance in 
the Colony was at the mercy of a monetary policy that served interests 
other than those of primary producers. The skill with which Japan 
adapted her monetary and exchange policy to her special needs, parti¬ 
cularly during the thirties, may suggest that there were disadvantages 
in being tied rigidly to the monetary standard of the great Western 
trading nations. These are large questions that cannot be adequately 

1 G. Vissering, On Chinese Currency , pp. 117 et seq. 

2 Spalding, op. cit., p. 269. 3 ibid., pp. 270-1. 
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debated within the context of this survey. It should, however, be 
pointed out that there were certain benefits as well as possible dis¬ 
advantages in monetary dependence. The N.E J.’s economy was highly 
sensitive to cyclical fluctuations which were liable to cause violent 
disturbances in its balance of payments. To meet such disturbances it 
was able to call not only on its own financial reserves but also, as a 
second line of defence, on credits made available from the Netherlands 
Government to the N.E.I. Government as well as on private credits 
from the Metropolitan Country. 1 In this way it was possible to preserve 
stability in the exchange rates over a long period and to avoid restric¬ 
tions on transfers of funds. For a country that needed to attract foreign 
capital and enterprise if it were to prosper, this stability and freedom, 
and the confidence that they engendered, were of outstanding impor¬ 
tance. It is inconceivable that the large-scale developments of the 
colonial period could have occurred if the currency policy had re¬ 
sembled that which was followed during the years of autonomy after 
1950. 

When the Java Bank was founded the intention was that, in addition 
to stabilising the currency, it should provide finance for private enter¬ 
prise. The adoption of the cultuurstelsel within two years of the bank’s 
formation, as well as the rigid restriction on its note issue, precluded 
the discharge of this second function during the early decades of its 
existence. Subsequently it engaged in various forms of commercial 
banking, but in its later career it concentrated to an increasing extent 
on its tasks as a note-issuing central bank concerned primarily with 
maintaining the gold parity of the N.E.I. currency. The course of this 
evolution, and the relations of the bank with the government and other 
financial institutions, provide an important example of the adaptation 
of Western banking to a colonial environment. 

With the establishment of a gold exchange standard the bank was 
able to exercise greater freedom in credit creation, a freedom which it 
gained in 1875 when it was given permission to issue notes without 
limit provided that it maintained a specie reserve to the extent of 
40 per cent of the amount of the issue, and a fiduciary reserve against 
the remainder in the form of short-usance drafts on other financial 
centres. Flexibility in the note issue was an advantage to the economy 
in periods of stress. It proved of great value, for instance, during the 
sugar crisis of 1883-4 when the bank did much to restore confidence. 2 
Throughout this period, although certain restrictions were placed upon 
its operation, the bank could by no means be regarded merely as a 
bankers’ bank. Its transactions included the holding of private accounts 

1 B. H. Huggins, ‘Central Bank Reserve Systems and Indonesia’s Foreign 
Exchange Problem’, in Economics and Finance in Indonesia , November 1954, p. 748. 

* de Bree, op . c/7., pp. 37-8. 
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for customers, discount and foreign exchange business and even mort¬ 
gages. It played a considerable part in providing working capital for 
the sugar factories. With the appearance of other banking institutions 
in the N.E.I., however, there was a tendency for the bank to confine 
itself to functions appropriate to a central bank. It began to hold aloof 
from competition in the foreign exchange market, and its official rates 
for the sale of telegraphic transfers and sight drafts were kept above 
those of the other banks. 1 Again, while in the last quarter of the 
nineteenth century it made advances to sugar factories, after 1900 the 
use of its resources for this type of business was much diminished in the 
interest of the liquidity considered desirable for a central bank. 2 As 
will presently be shown, this increasing specialisation was the counter¬ 
part of a differentiation of function which experience showed to be 
desirable in the banking system as a whole. 

Throughout its career official control over the bank remained close. 
Apart from the restrictions imposed by the terms of its charter the bank 
was subject to the supervision of a commissioner appointed by the 
Governor-General, who also had the right of nominating the bank’s 
president. 3 After 1906 it was placed under an obligation to open 
agencies named by the Governor-General and it was required to under¬ 
take much of the financial business of the government without 
payment. After 1900 it was responsible for implementing the ‘par 
contract’ under which government funds were transmitted between the 
Indies and the Netherlands at exchange parity. This contract has been 
called ‘the last link in the chain which bound the N.E.I. to the gold 
exchange standard’. 4 It was certainly a guarantee that large govern¬ 
ment remittances could be made without disturbing the exchanges, and 
in this way it powerfully buttressed the currency system of the N.E.I. 

Although the government had early provided for the stabilisation of 
the currency and exchange, the bank it founded was not equipped to 
furnish the finance needed by the developing economy. During the 
cultuurstelsel the scope for other financial institutions was narrowly 
limited, for most of the loans needed for producing and marketing the 
crops were provided in the form of government advances to its con¬ 
tractors. Such private agricultural undertakings as existed in that 
period had two sources of credit open to them. Some obtained advances 
from the N.H.M. Others met their needs by discounting with the Java 
Bank bills of exchange which had been accepted by the merchant 
houses through which the produce was shipped. The merchants them¬ 
selves sometimes made advances to the producers on the security of 
future crop deliveries and obtained resources for this purpose by 

1 ibid., pp. 42-3. 2 ibid., pp. 52-3. 

3 N.E.I. Div. of Commerce, op. cit., p. 133. 

4 ibid., p. 132, and de Bree, op. cit., pp. 43-4, 52. 
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drawing bills on correspondents in Holland and discounting the 
acceptances. 

With the decline of the cultuurstelsel after the middle of the century 
and with the growth of private trade and agricultural undertakings, 
ampler opportunities were presented for banking enterprise and several 
new institutions came into existence. Some of these banks confined 
themselves from the first to commercial and exchange banking, but the 
majority failed to distinguish between commercial credits and the 
provision of long- or medium-term agricultural finance. Most of them 
readily made advances on the security of unreaped harvests to individual 
estate owners, and when, as often happened, these advances became 
frozen, the banks found themselves in the position of shareholders in 
agricultural enterprise. The risks of this business were increased by the 
difficulty of finding collateral security. Before 1860 mortgages could be 
obtained only on private land and on installations such as sugar 
factories. The Agrarian Law of 1870 extended the provision to land 
held on long lease, but it still remained impossible for a creditor to 
obtain any lien over rented land, a form of tenure that was characteristic 
of sugar cultivation, then the main branch of commercial agriculture. 
Moreover, in these early days the banks seldom employed staff with 
expert knowledge of agriculture. Consequently they could exercise no 
supervision over the use made of their loans, and a bank loan was 
liable to evolve into a direct investment in an undertaking over which 
the lender had no control whatever. While the banks in these operations 
were lending long (in practice, if not in intention), most of their 
liabilities were in the form of deposits payable at short notice. 1 

It was inevitable that this confusion of function between commercial 
and agricultural banking should have involved the banks in losses and 
brought some of them to ruin. Those that survived these difficulties 
emerged with a more limited range of activities. A specialising tendency 
had been apparent even before 1870, but a clear-cut division of function 
was not fully established until after the sugar crisis of 1883. From that 
time onwards cultuurbanken became recognised as specialised institu¬ 
tions and systematic procedures were worked out for the efficient 
conduct of their business. On the other hand, certain banks which 
began their career with a mixed business henceforward confined them¬ 
selves to commercial and exchange banking. 

A generalised description must inevitably lead to an oversimplified 
conception of what was in fact a complex process, and it is therefore 
necessary to consider in some detail the history of certain of the leading 
financial institutions that arose after the middle of the century. The 
first of the new banks to be formed was the Nederlands-Indische 
Escompto Mij., which was established in 1857 by two members of 
1 Helfferich, op. c//„ pp. 31 et seq. 
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Tiedeman and van Kerchcm, a merchant firm that retained control of 
the bank until 1901. The objects of this bank were limited to commer¬ 
cial banking and, unlike most of the others founded shortly afterwards, 
the Escompto never tried to participate in agricultural finance. In its 
early days it incurred the displeasure of the authorities by issuing notes, 
and these had to be withdrawn in 1863 because they infringed the Java 
Bank’s monopoly. Towards the end of the century the Escompto's 
business extended widely over the N.E.I., and in the first years of the 
mineral oil industry it concerned itself with the financing of oil ship¬ 
ments. This business declined after 1894 when the Standard Oil Com¬ 
pany opened its own offices in the country, but in the new century the 
Escompto benefited by the gradual withdrawal of the Java Bank from 
certain kinds of commercial business; for example, from discounting 
promissory notes. From the time of its foundation this bank played an 
important part in the provision of commercial credit for the N.E.I. 1 

The Escompto owed its formation to local initiative. Financial circles 
in the Netherlands were responsible for a series of foundations after 
1860. In 1863 they set up three new banks, the Nederlands-Indische 
Handelsbank, the Rotterdam Bank and the Internationale Crediet- en 
Handelsvereniging ‘Rotterdam’ (Internatio). In 1878 the Handels- 
vereniging Amsterdam (the H.V.A.) came into being and in 1881 the 
Koloniale Bank. All these banks were intended by their Dutch founders 
to undertake ordinary commercial banking and in particular to finance 
the shipment of produce that was by this time coming forward in 
increasing quantities from the plantations. None save the Koloniale 
Bank was designed to specialise in agricultural investment. 2 

These institutions had very different histories, but they shared the 
tribulations of the period of financial experiment in the N.E.I. that a 
German historian has called the Sturm und Drang period of colonial 
banking. 3 The new creations of the early sixties increased the facilities 
for commercial banking beyond what was then required, and the 
competition that arose provided an added inducement for them to 
participate in the financing of estate agriculture. The results were 
discouraging. The Rotterdam Bank was compelled to withdraw entirely 
from the East Indies soon after its foundation, and the Internatio got 
into serious difficulties in the later sixties. Most of the others suffered 
severely during the sugar crisis of 1883-4. Some of them had obtained 
the resources which they invested in agriculture by discounting bills 
drawn on their head offices in the Netherlands, and when the price of 
sugar fell these bills could not be met. The Koloniale Bank, which 
made great use of this procedure, was severely shaken. Internatio 

1 de Bree, op. cit., pp. 127 et seq . 

2 ibid., pp. 11-14, and Helfferich, op. cit., p. 33. 

3 Helfferich, op. cit., p. 42. 
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and a later formation, Dorrepaal and Company, a firm with extensive 
interests in the Princely States, were brought to the verge of disaster. 1 

The N.I. Handelsbank also was deeply involved. This concern was 
a subsidiary of the Algemene Mij. voor Handel en Nijverheid, which 
had been established with French and German as well as Dutch capital, 
and had for its objects not only banking but also the promotion of 
trading, shipping, industrial and agricultural undertakings. It embarked 
early in its career on agricultural financing and it also acquired interests 
in the Billiton Mij., a tin-mining concern, and in the N.I. Spoorweg Mij., 
a railway company which its parent concern had founded. It had thus 
developed a wide range of business when the sugar crisis came upon it. 2 
On the other hand, the H.V.A. escaped with little damage. This concern 
was founded in Amsterdam in 1878 when it took over a merchant firm 
with branches in Batavia and Surabaya. Although it participated in 
both commercial and agricultural financing, its directors were conscious 
of the dangers of heavy commitments in the plantations and set strict 
limits to its advances. At the time of the crisis it benefited from this 
policy. 3 

While these new foundations were gaining experience of colonial 
finance, the great N.H.M. had been transformed into a large-scale 
banking-house. From the early days of its career it had participated in 
agricultural enterprise through its advances against consignment con¬ 
tracts. 4 This business was attractive because it offered a profitable 
means of remitting to the Netherlands the proceeds of Factory’s textile 
imports into Java. Among its early clients were the proprietors of the 
P. and T. Lands and planters in the Princely States. 5 At the outset the 
advances were intended to be short loans, although in practice, as was 
the common experience, they often turned into long-term investments. 
After 1850 the N.H.M. was able to expand this side of the business 
because in that year the government began to keep a credit balance 
with it instead of, as formerly, a debit. 6 This increase in its liquid 
resources induced the N.H.M. to reduce its charges for credit to agricul¬ 
tural borrowers on condition that they bound themselves to consign 
their produce to the concern. 7 This type of consignment contract 
became typical of agricultural financing during the next two decades. 
By the 1860s the N.H.M. had become a large investor in estate agricul¬ 
ture. It then controlled seventeen sugar factories as well as coffee and 
other plantations, and it had loans outstanding with many agricultural 
undertakings. 8 In this way it became the first, as it remained the largest, 

1 N.E.I. Div. of Commerce, op. cit., p. 135, and Helfferich, op. cit., pp. 38-42. 

2 de Bree, op. cit., pp. 201-2. 3 Helfferich, op. cit., pp. 120-3. 

4 Mansvelt, op. cit., vol. i, p. 184. 5 ibid., vol. ii, pp. 17-18. 

8 ibid., p. 258. 2 ibid., pp. 359-60. 

3 ibid., 361. 


188 



BANKING IN INDONESIA 


of the agricultural banks ( cultuurbanken ), and henceforth it constituted 
one of the most important channels for the supply of Dutch capital to 
the N.E.I. 

In spite of its great resources the N.H.M. was conscious of the risks 
of heavy commitments in agriculture. After 1880 it decided to prune its 
investments in that field by withdrawing from the more hazardous 
enterprises. The resources so released were employed to develop a 
general banking business. Previously the N.H.M. had dealt in commer¬ 
cial paper only as its own trading transactions or its own cash position 
required. Now it substantially enlarged its dealings in bills of exchange, 
and from 1882 its prices for bills were quoted on the list of the Batavia 
Chamber of Commerce. In the same year it began to engage extensively 
in other types of banking business, such as the making of loans against 
security and the financing of imports, and from 1883 it accepted deposit 
and current accounts. The result was that when the sugar crisis came, 
the N.H.M. was highly liquid; in 1883 its investments in agriculture 
were less than half those of a few years before. Its position was so 
strong that it was able to help the more seriously affected banks in their 
time of stress. For example, it joined with other Dutch financial houses 
in assisting the Koloniale Bank and Intematio to float debenture issues 
in Holland. 1 

In the reorganisation of the banking system that followed the crisis, 
the agricultural interests of the N.I. Handelsbank were transferred to 
a subsidiary company, the N.I. Landbouw Mij., and the bank itself 
was left mainly with exchange and discount business. Internatio 
enlarged its capital and retained its interests in sugar and other agricul¬ 
tural industries, but it became primarily a great Eastern trading house. 
Other concerns, having adapted their capital structure to the purpose, 
began to concentrate on agricultural financing and so developed into 
specialised cultuurbanken. This applied to the Koloniale Bank, Dorre- 
paal and Company, which in 1888 was transformed into the Cultuur 
Mij. der Vorstenlanden, and the H.V.A. 2 To this separation of functions 
between general banking and agricultural finance the N.H.M. consti¬ 
tuted a notable exception. The Factory had shown during the crisis 
that it could combine both forms of activity without jeopardising its 
stability. Its general banking operations and its agricultural activities, 
therefore, were both preserved and lent each other mutual support. It 
continued to enjoy the benefits of integration without incurring the 
troubles which had afflicted concerns managed with less skill and 
prudence. 3 

During the twenty years that followed the crisis the cultuurbanken 

1 ibid., pp. 415-18. 

2 de Bree, op. cit. 9 p. 409, and Helfferich, op. cit., pp. 41-2. 

3 N.E.I. Div. of Commerce, op. cit. 9 p. 139. 
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directed their attention towards strengthening their capital structure 
and developing a business procedure calculated to give them a large 
measure of control over the enterprises to which they supplied capital. 
They ploughed back a high proportion of their profits and built up 
technical departments which enabled them effectively to supervise 
agricultural undertakings. From being mere creditors they began to 
initiate agricultural development. Their legal position was strengthened 
by an enactment of 1886 which empowered a creditor of an agricultural 
concern, in case of default, to take over the management, harvest the 
crops and reimburse himself from the proceeds. 1 

During the same period the cultuurbanken , with the exception of the 
N.H.M. and the H.V.A., came to specialise on the financing of sugar 
cultivation. There were obvious advantages to be gained by the concen¬ 
tration of a bank’s interests on a single branch of agriculture, for only 
if its operations were so confined could it equip itself with adequate 
expertise. Moreover, the harvest loans required by the sugar factories 
were of medium term and were precisely the type of loan which the 
banks were organised to make. The estates planted with perennials, 
such as rubber, tea and oil palms, had different credit requirements 
and, in particular, needed a heavy investment of fixed capital, while the 
yields of sugar cultivation were more stable than those of tobacco or 
coffee. Sugar, being an easily graded product, could be sold forward 
without difficulty and hedged on terminal markets. It was, therefore, 
attractive as a claimant on bank credit. 2 

Concentration on sugar meant that the majority of the cultuurbanken 
contributed only to a modest extent to the great expansion of Western 
agricultural enterprise that occurred in the N.E.I. during the early 
decades of the twentieth century. Most of this expansion affected crops 
other than sugar, such as rubber, tea, oil palms and fibres, and the 
typical agricultural bank was not organised to supply the huge fixed 
capital required for these ventures, nor had the Dutch capital market 
the necessary resources. As we have seen, a great part of the investment 
was undertaken by British, French, Belgian and American concerns 
which brought with them not only capital but also their own form of 
commercial organisation; for example, the managing-agency system. 
Nevertheless, there were two cultuurbanken which, unlike their fellows, 
acquired extensive interests outside the sugar industry. The N.H.M 
participated in the development of the tobacco industry on the east 
coast of Sumatra and in the financing of tea, coffee and rubber estates. 
The H.V.A.’s interests were even more diverse. In 1892 it already 
owned five coffee estates as well as a sugar factory, and from then on it 
promoted many large-scale agricultural undertakings. For instance, 

1 N.E.I. Div. of Commerce, op. cit ., p. 137, and Helfferich, op. cit ., pp. 44 et seq . 

2 Helfferich, op . c/r., pp. 197-8. 
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it cleared large stretches of jungle and planted the land with coffee, 
tapioca and fibres. During the rubber boom in 1909 it sold much of its 
coffee land to a British company so as to free its resources for invest¬ 
ment in newer crops. With the same end in view, in 1910 it abandoned 
its general trading activities and henceforward concentrated on agricul¬ 
tural enterprise and financing. In 1916 it bought four concessions on the 
east cbast of Sumatra and these it planted with rubber, fibres, tea and 
oil palms. A few years later it extended its operations to Achin, where 
it planted rubber, and in 1928 it opened the great tea estate of Kaju 
Aro in west central Sumatra. In the present century the H.V.A. could 
be regarded as one of the leading promoters of new enterprise. 1 

It is evident that the various cultuurbanken went about their business 
in very different ways. This diversity was to be found not only in their 
scope but also in their financial practices. Of the two largest, the H.V.A. 
confined its dealings mainly to concerns under its sole ownership, 
whereas the N.H.M., besides being an owner of many estates and a 
shareholder in others, also gave credit extensively to undertakings in 
which it had no equity interest. These, however, were the extreme cases. 
The advances made by the Cultuur Mij. der Vorstenlanden and the 
Koloniale Bank were for the most part to the estate companies in whose 
equity they had a share but not necessarily a controlling interest. This 
meant that the banks commonly divided both their investments and 
their advances among a substantial number of undertakings. Their 
inducement to follow this policy was not merely the advantage of 
spreading their risks. Since the terms of their loan contracts provided 
that the produce of their clients should be marketed through them, their 
commission-income benefited from this diffusion of resources. Never¬ 
theless the policy was not without its dangers, for in times of crisis a 
bank with a widely spread clientele was likely to be faced with demands 
for financial help from a multitude of undertakings. With the exception 
of the H.V.A. all the cultuurbanken , in addition to their financial busi¬ 
ness, undertook the administration of agricultural undertakings on 
behalf of their owners. In this respect their functions approximated to 
those of the managing agency. The Koloniale Bank undertook 
particularly extensive responsibilities of this kind. 2 

The expansion of the cultuurbanken in the period after their emer¬ 
gence as specialised institutions can be measured by the increase both 
in their capitalisation and in their agricultural commitments. In 1888 
the aggregate capital and reserves of the four ‘pure’ agricultural banks 
amounted to 27 million florins and their outstanding debentures to 
15 million florins; in 1912 the corresponding amounts were 50 million 
and 11 million florins. From this computation the N.H.M. is excluded, 

1 ibid., p. 121 and passim ; and de Bree, op. cit. 9 p. 289. 

a Helfferich, op. cit., pp. 195-7. 
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since the bulk of its capital was employed for other purposes. Fortu¬ 
nately it is possible to estimate the agricultural commitments for all five 
banks. They rose from 37 million florins in 1888 to over 70 million 
florins in 1912. While their advances and their equity interest both 
expanded, the latter grew more rapidly. Whereas in 1888 advances 
accounted for about 70 per cent of their total commitments, by 1912 
the proportion had declined to less than half. Thus the banks were 
increasingly concerned with investment rather than with lending opera¬ 
tions. In 1912 they supported 103 sugar factories and 42 other agricul¬ 
tural undertakings, apart from those which they administered but did 
not finance. Of this total of 145,42 undertakings were wholly owned by 
the banks and 27 were partially owned by them. The aggregate produc¬ 
tion of sugar in concerns supported by the banks at that time amounted 
to about two-thirds of the sugar production of the N.E.I. 1 

It appears that the system of agricultural banking was well adapted to 
the needs of a considerable sector of N.E.I. estate agriculture, and that 
it succeeded in mobilising and distributing economically the supply of 
loanable capital and of managerial technique. As the German historian 
of these banks has said, they could promote economies beyond the scope 
of single plantation companies in branches of agriculture where the 
optimum technical unit was of medium size. 2 These economies arose 
from the exchange of experience and personnel, the centralisation of 
direction and control, and savings both in managerial overheads and in 
the expenses of financing, marketing and purchase. The banks acted as 
a channel by which N.E.I. agriculture could draw on the capital 
resources of Holland, and during the period in which the sugar industry 
was growing they were the most important vehicle for this investment. 
A Dutch economist 3 described them simply as institutions for the 
financing of plantation companies by the use of their own resources 
and those of third parties. In practice they seem to have combined, 
though to an extent that varied from one to another, the functions of 
banking with those of administratie kantoors , which supplied manage¬ 
ment and expertise, of large estate companies and investment trusts, 
which furnished equity capital, and of merchant houses, which marketed 
the produce and gave credit to their suppliers. They filled, in many 
respects, a similar role to that of the managing agency in regard to 
British enterprise in the East. Just as the managing-agency system 
resulted from the impact of the needs of colonial enterprise upon the 
financial and commercial organisation of Britain, so the form and 
functions of the cultuurbanken were determined by the character and 
traditions of continental banking. The presence of the cultuurbanken 
among so many other institutional forms of Western finance demonstrates 

1 Hclfferich, op. cit ., p. 180, passim . * ibid., p. 210. 

3 Dr. G. M. Vereijn Stuart, in Het Bankwezen in de Nederlandsche Kolonien (1923). 
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the subtlety and flexibility of Western enterprise, related as it was on the 
one hand to the structure of finance in the metropolitan centres and 
on the other hand to the varied requirements of colonial agriculture. 

So far the history of banking in the N.E.l. has been restricted to 
institutions founded by the Dutch. The nationals of other countries, 
however, also played a considerable part. The year 1863 (in which 
the N.I. Handelsbank, the Rotterdam Bank and Internatio were 
founded) saw also the introduction of British banking enterprise. The 
Chartered Bank of India, Australia and China had been established in 
1853. In 1859 it appointed a representative in Batavia (the Borneo 
Company), and in 1863 it opened its own agency there. Its chief 
inducement to embark on this venture was the profitable trade in silver 
bullion exported from the N.E.l. to India and other parts of the East. 
The bank soon built up a large foreign exchange business and became 
a keen rival of the Rotterdam Bank. It introduced British techniques 
of foreign-trade financing into Java, and through its operations substan¬ 
tial credit resources from the City of London became available for the 
financing of N.E.l. trade. The Batavian agency of the bank had a 
standing credit of £25,000 sterling in London against which it could sell 
drafts, as well as seasonal credits placed at its disposal for financing 
silver exports to India. The bank also obtained access to local resources. 
Before 1863 the merchants of Java had been unaccustomed to keeping 
current accounts, chiefly because the Java banks offered no interest on 
balances. The Chartered Bank, however, followed the lead of the 
Rotterdam Bank in paying interest on deposits and attracted many 
accounts. When the Rotterdam Bank withdrew from Java the Chartered 
Bank by agreement succeeded to its exchange business. 1 

During the next twenty years new competitors from Britain arrived. 
In 1872 the Chartered Mercantile Bank opened an agency in Batavia 
and in 1880 the Hong Kong and Shanghai Banking Corporation began 
business there. The Oriental Bank also appointed correspondents. 2 
These banks opened offices in the main centres of the N.E.L Their 
operations were of special importance on the east coast of Sumatra, 
which had close economic ties with Malaya. For many years the 
currency which circulated there was not the guilder but the silver 
Mexican dollar. The demand for these dollars was supplied from 
Penang through the medium of the British exchange banks which had 
offices in both regions. 3 Two of the banks, the Chartered Mercantile 
and the Oriental, soon withdrew, but the Chartered Bank and the 
Hong Kong Bank continued to expand their business. 4 The Dutch 

1 C. Mackenzie, Realms of Silver , pp. 119-25, 147. 

2 ibid., pp. 125-6. 3 ibid., p. 130. 

4 The Mercantile Bank (the successor of the Chartered Mercantile Bank) again 
opened branches in Batavia and Surabaya in 1923, but closed them in 1933 because 
of the depression. 
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commercial and exchange banks that emerged from the period of 
banking experiment had learned by experience the wisdom of holding 
aloof from agricultural financing; but the British banks followed this 
policy from the outset and so escaped serious damage during the sugar 
crisis, although the Chartered Bank closed its agency at Medan during 
that time. Their business continued to expand with the growth of 
N.E.I. trade up to the outbreak of the Second World War. 

The Western banks drew their customers from men of diverse 
race and nationality. British companies normally banked with the 
Chartered or Hong Kong, but some had accounts with the Dutch banks. 
Similarly, Dutch firms brought a good deal of business to the British 
banks. Indian merchants in the N.E.I. commonly banked with the 
British institutions since these were equipped to deal with remittances 
to their homeland. Before the Second World War few Indonesians had 
banking accounts and no Indonesian bank of any importance then 
existed. 

Both the British and the Dutch banks had large Chinese clienteles; 
for example, the Dutch banks financed the Chinese millers who held 
a key position in the country’s internal rice trade. The banks also 
performed a mutually useful function for Chinese and Western mer¬ 
chants alike in that they undertook to supply the latter with information 
about the credit-worthiness of the Chinese firms with whom they might 
wish to deal. During the inter-war period the Chinese began to estab¬ 
lish banks of their own. At first these were small local banks, but in 
1932 the Overseas Chinese Banking Corporation was formed by the 
amalgamation of three existing banks. This corporation which had 
its head office in Singapore worked up a large business during the 
thirties. The Bank of China, a Chinese Government institution, opened 
its first branch in Batavia in 1938. 1 This bank obtained a share of the 
remittance business to China which had hitherto been handled entirely 
by the Western banks. As Japanese trade with the N.E.I. developed 
during the present century, two of the semi-official banks, the Yoko¬ 
hama Specie Bank and the Bank of Taiwan, and one of the leading 
Zaibatsu banks, Mitsui, opened offices in the N.E.I. They were 
concerned almost entirely with financing Japanese trade. 

Towards the end of the nineteenth century the government itself 
began to engage in banking, chiefly with the object of filling gaps in the 
financial structure left by private enterprise. A Post Office Savings Bank 
was founded in 1898, and this had many native clients. After 1900 the 
government set up a number of institutions to furnish small loans to 
native cultivators and traders. These took the form of official pawn¬ 
shops, village and rural district banks and desa lumbung (village rice 

1 Mou Shou-Yu, History of the Economic Development of the Chinese in the East 
Indies (in Chinese), pp. 417,419. 
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barns) which made advances in kind. 1 During the inter-war period 
loans were made available to small businesses, and just before the 
outbreak of the Second World War similar facilities were provided for 
medium and large concerns. 2 

The Second World War disrupted the whole elaborate financial 
organisation built up during the preceding century. With the over¬ 
running of the Netherlands in May 1940 the links with the guilder were 
snapped, and when the Japanese occupied the N.E.I., the financial 
institutions were cither closed or operated by the Occupying Power. 
After the war the Netherlands Indies’ guilder was for a time restored 
to parity with the Dutch guilder. With the establishment of an indepen¬ 
dent Indonesia, however, the government became intent upon pursuing 
an autonomous economic policy and proceeded to institute its own 
regulations for the control of currency and exchange. Such arrange¬ 
ments were not compatible with the maintenance of a monetary system 
by which the unit of currency (now the rupiah) was kept at a fixed 
parity with the guilder, and as the inflation developed, the rate of 
exchange fell steeply. The financial agreements made between Indonesia 
and the Netherlands preserved a formal link between the monetary 
system of the two countries, and even when these agreements were 
repudiated by Indonesia in 1955, the payments system between Indo¬ 
nesia and the E.P.U. countries continued to be operated via the 
Netherlands. But Indonesia had ceased to be an integral part of the 
Dutch currency area as in the past and this change meant the disappear¬ 
ance of the conditions under which for three-quarters of a century 
capital had flowed in easily from the markets of the West. Thus, at a 
time when the export trade was becoming even more highly specialised 
than in the past and when the balance of payments was especially 
vulnerable to changes in the foreign demand for a single commodity, 
Indonesia cut itself off from the reserves of the Metropolitan Country 
which had formerly provided the second line of defence. The facilities 
available in the International Monetary Fund were far from adequate 
substitutes. 

The new era was necessarily attended by fundamental changes in the 
organisation of banking, especially in the status of the Java Bank. From 
being an institution primarily concerned with the maintenance of the 
N.E.I. currency at par with the Dutch guilder, the bank now had to 
discharge the functions of a central bank in an independent State 
determined upon the pursuit of an autarkical economic policy. The 
bank had been recognised as the sole bank of issue at the time of the 
transference of sovereignty, but its ownership was not to be left in 
foreign hands. In 1951 it was nationalised as the Bank Indonesia, and 

1 N.E.I. Div. of Commerce, op . c/7., p. 141. 

9 Sitsen, op. cif., p. 37. 
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in 1953 a new statute to govern its operations came into effect. 1 The 
statute provided for the transference of its former commercial business 
to other institutions and imposed upon it the responsibilities of a 
specialised note-issuing bank operating in conformity with the general 
economic policy of the government. An Ordinance issued in January 
1955 formally charged the bank with the duty of supervising the credit 
policy of the other banks. 2 3 * A board, which included the Minister of 
Finance and the Minister of Economic Affairs, was set up with the 
duties of determining the bank’s policy and of authorising appointments 
to the Board of Management. An Indonesian Governor had been 
appointed in 1951, but it was not found possible to dispense with the 
services of many of the members of the Dutch staff. The government, 
however, began to pursue an active policy of replacing foreigners by 
Indonesian nationals and it made arrangements for the training of 
Indonesians both at home and abroad in banking technique. 

The devastation brought by the war and the revolution led to heavy 
demands for finance from all types of producers. Yet the unsettled state 
of the country and the general economic policy of the government 
discouraged the foreign concerns with overseas resources from investing 
them in reconstruction. At the same time companies with assets entirely 
located in Indonesia, such as many of the sugar concerns, had insuffi¬ 
cient liquid reserves for undertaking this task. Even the great commer¬ 
cial houses, which in the past were largely self-financing, had suffered 
such losses as to leave them without adequate local liquid resources. 
Some of the leading Western concerns with headquarters abroad, 
notably the oil companies, furnished new capital for the reconstruction 
or development of their own properties from their metropolitan 
resources; but in general it was left to the banks and the monetary 
authorities to provide the necessary credits. The government itself ran 
huge deficits throughout the post-war period, and these were financed 
mainly by advances from the Central Bank. At the same time the other 
banks, having easy recourse to the Central Bank, were able to extend 
loans lavishly to private industry. The effect of this credit policy in the 
circumstances of the time was, of course, to exacerbate the inflation. 
The total money supply of Indonesia, which was estimated at 420 
million guilders in March 1938, stood at 2,500 million guilders in 1947. 
In 1950 the currency-unit was renamed the rupiah. The supply rose 
to 3,600 million units in December 1949 when Indonesia achieved 
independence, to 5,200 million in January 1951, at the height of 
the Korean war boom, and to 12,040 million in November 1955. 8 

1 At the time of the nationalisation, about three-fifths of the Java Bank’s capital 
was held in the Netherlands and about two-fifths locally. 

2 I.M.F., International Financial News Survey, 2 September 1955, p. 78. 

3 Java Bank, Report 1950-1, p. 29, and information from N.H.M. 
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The rise in prices corresponded to this enlargement in the money 
supply. 

Meanwhile the banks established during the colonial regime had been 
joined by new foundations. The National Government was by no 
means prepared to allow the financing of rehabilitation and develop¬ 
ment to remain exclusively in European hands, and it was determined 
to stimulate the enterprise of Indonesian nationals. As early as 1946 
the Republican Government in Central Java had founded the Bank 
Negara. It was originally intended that this should replace the Java 
Bank as a note-issuing bank, but in fact its main business became the 
provision of credit for Indonesian new-comers into commerce, notably 
the Benteng firms. Its contributions to reconstruction were slender. 
Many of its clients were men without experience of modern commerce, 
and it was lavish in extending unsecured loans. The result was that bad 
debts accumulated and much of the bank’s capital was lost. In 1951 the 
government founded another bank, the Bank Industri Negara, for the 
purpose of developing the Indonesian-owned sector of the economy by 
furnishing long-term loans to industry, agriculture and mining. Some 
of its advances were made to small Indonesian concerns, such as rubber- 
mills. Others went to European companies in need of rehabilitation. It 
had been hoped that the bank would act as a channel for fresh foreign 
investment in concerns owned and controlled jointly by Europeans and 
Indonesians. For obvious reasons very little investment of this type has 
taken place, and the main effect of the bank’s operations has been to 
transfer the ownership and control of existing European concerns, 
wholly or in part, to the Indonesian Government or its agencies. In 
some cases the bank has used its resources to make loans, and in other 
cases to acquire an equity interest. Its activities in financing the sugar 
industry had by 1952 brought a large number of sugar factories (esti¬ 
mated at 30 per cent of the total capacity) under its control. It was 
inevitable that, with European enterprises in retreat and in the absence 
of native firms competent to replace them, the State should be com¬ 
pelled to assume ownership and control of many large undertakings. 
The Bank Industri Negara was a medium through which this process 
was carried out. Even this bank had to employ a European staff because 
of the shortage of Indonesians with sufficient experience. 

Apart from the Bank Negara and the Bank Industri Negara several 
other institutions were created. For instance, the Bank Rakjat Indo¬ 
nesia was established as an official institution to provide credit to village 
cultivators; it superseded concerns with similar functions that existed 
in colonial days. A few private Indonesian banks have come into 
existence, but none of them is as yet of any importance. 

The greater part of the country’s international trade continued to be 
financed by foreign banks, although this business was subjected to the 
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rigid controls imposed by the Indonesian Government. On the whole, 
the British exchange banks improved their relative position vis-a-vis the 
Dutch, for Indonesian nationalism is disposed to discriminate against 
those whom it associates with the former ruling Power. The relations 
of the exchange banks with the Central Bank have not been seriously 
disturbed, and it does not seem likely that they will easily be ousted 
from the exchange business by national institutions. It is, however, 
symptomatic of the growth in the economic functions of the govern¬ 
ment that the Central Bank should have been made responsible for 
financing the government’s rice imports, an important feature of the 
country’s post-war international trade. 

The nationalistic sensitivity of the new State made it expedient 
for the Western banks (like the Western mining companies) to accom¬ 
modate their nomenclature to the changed environment. 1 For instance, 
the N.I. Handelsbank became the Nationale Handelsbank, while the 
Koloniale Bank was renamed the Cultuurbank. In sympathy with 
local sentiments, the banks also modified their recruitment policy, and 
for the first time appointed a number of Indonesians to their executive 
staffs. They were under pressure to take this step through difficulties 
encountered in obtaining visas for Europeans. 

The Chinese were affected both by the new regime in Indonesia and 
also by the establishment of a Communist government in China itself. 
Before the war, although Chinese merchants used Western banking 
facilities extensively, a considerable part of their business with overseas 
countries did not pass through banks at all. The introduction of 
exchange control, however, forced them to make use of banks with the 
result that most of the Western institutions now have more Chinese 
customers than formerly. On the other hand, after the Communist 
victory closed China to Western banking, the remittance business 
passed to the official Bank of China. The Overseas Chinese Banking 
Corporation, which as already stated is registered in Singapore, has 
financed an increased share of the trade between Indonesia and that 
port. 

The political and economic situation of Indonesia at the present time 
is still far too unstable to permit of any assured assessment of the 
future of Western banking in that country. It is to be expected that 
a newly formed State should wish to disengage itself from the vestiges 
of the colonial period in the financial as in other spheres, that it should 
seek to foster the enterprise of its nationals and to reduce foreign 
institutions to a subordinate role. On the other hand, Indonesia is 
anxious to promote economic development, and as yet it has neither 
the capital nor the financial expertise to enable it to dispense with 
foreign banks. Yet these, and their owners and associates overseas, are 

1 See p. 179 supra. 
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naturally reluctant to increase their commitments in a country which 
is admittedly intent upon replacing them by native undertakings as soon 
as this is possible. Moreover, the environment in which the banks now 
have to operate is uncongenial to foreign enterprise of any sort. The 
taxation system and the control over the remittance of profits discourage 
financial houses to the same extent as agricultural undertakings, and 
banking operations are frustrated by legal enactments and administra¬ 
tive action that affect the conduct of business. The financial institutions 
of the N.E.I. grew up in a period when the colony was included within 
the monetary system of a Western metropolitan country and when it 
could draw easily upon the resources of overseas capital and money 
markets. Whatever agility the foreign banks may show in adjusting 
themselves to the new conditions, they can hardly view their future 
without despondency. 
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BANKING IN MALAYA 

the history of Malaya’s banking system forms pari of that of British 
overseas banking as a whole. The chief banks that operated there were 
branches of institutions with head offices abroad. They adhered to 
British banking traditions and largely confined themselves to the 
provision of working capital and the financing of international trade. 
Investment capital was provided mainly through media other than the 
banks, and no specialised agricultural banks corresponding to the 
cultuurbanken of Indonesia appeared. The main interest in this sector 
of Malaya’s economic life, therefore, is to be found in the development 
of the commercial and exchange banks themselves and in the relations 
established by them with the local business community. 

As in Indonesia, one of the earliest, and subsequently one of the chief, 
financial preoccupations of the government was the establishment of a 
sound currency. In the end, the broad results of the expedients adopted 
by the two governments were very similar, but they were attained by 
different means. In the days when the Straits Settlements were adminis¬ 
tered by the India Office, the rupee was the official currency, although 
trade was conducted and taxes paid in various types of silver dollars. 
These superseded the rupee for all purposes when, in 1867, the Settle¬ 
ments passed under the administration of the Colonial Office. The 
dollars included those coined in Hong Kong, Mexico, Peru, Bolivia and 
Spain; in 1874 the American trade dollar and the Japanese yen also 
became full legal tender. The variety of coins led to some confusion and 
provoked the Chambers of Commerce in Hong Kong and Singapore to 
urge that a British trade dollar should be minted for use in British 
territories in the East. This demand was refused by the British Govern¬ 
ment on the ground that the cost of minting would be higher than the 
cost of obtaining dollars from Mexico. Instead, in 1890, in an effort to 
introduce greater uniformity, the Mexican dollar was recognised as the 
standard coin. The decline in the price of silver at this time, however, 
led to a reduction of the export of dollars from Mexico and, conse¬ 
quently, to a shortage of currency throughout the East, a shortage that 
was intensified by the temporary closing of the Osaka mint for the 
coinage of silver yen. Thereupon the government accepted the recom¬ 
mendation of a departmental committee to introduce a British dollar, 
and in 1894 the minting of this coin started at Bombay. 1 

This policy brought only short-lived relief, for the continued 
1 Mackenzie, op. cit pp. 113-14, 189. 
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depreciation of silver caused further disturbances to Eastern commerce 
and finance. In 1902 the government was persuaded to refer the problem 
to a Commission. Two years later, in accordance with the Commission’s 
report, it proceeded to demonetise the Hong Kong and Mexican dollars 
and to introduce a Straits dollar with a fixed value in terms of sterling. 
This value, 2s. 4 d., has been maintained ever since. 1 From that time 
onwards the Malayan unit of currency, like the N.E.l. guilder after 
1854, and like all other colonial currencies in South East Asia before 
the Second World War, was on a foreign exchange standard based on 
the currency of the Metropolitan Power. The supply of currency was 
dependent upon the balance of payments between Malaya and the out¬ 
side world, for any alteration in the balance was adjusted by changes in 
the volume of the currency necessary to maintain its external value. 
Any changes in monetary policy or monetary conditions in the Metro¬ 
politan Country thus had an immediate effect on the colony. 

The management of the currency in Malaya was not entrusted, as in 
the N.E.L, to a central bank. A body was set up, known as the Malaya 
and British Borneo Currency Commissioners, with the sole right of 
issuing coins and notes against a reserve of sterling securities held in 
London. The rules governing this reserve remained unchanged until 
1954 when the currency authorities were empowered, as in other British 
territories, to invest part of their reserves in local securities. The object 
of this was to provide finance for colonial development. Thus, for half 
a century, Malaya was furnished with a currency as stable as sterling. 
In recent years this has become a less proud qualification than it used 
to be, but for any area of the world to have enjoyed even that degree of 
stability in the twentieth century was no minor blessing. 

The merchants were the chief pioneers in the Straits, and it is natural 
that, when the Western banks first considered doing business with 
those regions, they should appoint merchant houses as their agents. In 
1830, Guthries became the representatives in Singapore of the London 
merchant bankers, Coutts and Company. A few decades later Bousteads 
were appointed as representatives of the Hong Kong and Shanghai 
Banking Corporation. By the middle of the century, however, the 
development of British commercial enterprise in distant countries led 
to the formation of several British chartered banks designed to operate 
overseas. The first of these was the Oriental Bank Corporation 
(originally established in Bombay in 1842 as the Bank of Western 
India) which, having overcome the opposition of the East India Com¬ 
pany to the establishment of banking offices in India, received its 
charter in 1851. 2 Five years before, it had opened an office in Singapore. 3 
Other foundations quickly followed. The Mercantile Bank of India, 
London and China was formed in Bombay in 1853 and received its 
1 ibid., pp. 189-90. 2 ibid., pp. 9-10. 3 ibid., p. 106. 
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charter in 1858. It began business in Singapore in 1855 1 and in Penang 
four years later. The year 1853 was also the date of the foundation in 
London of the Chartered Bank of India, Australia and China. 2 The 
bank was authorised to issue notes at its ‘branches’ (as distinct from 
‘agencies’, which were without this right) against a prescribed silver 
reserve. It began business in Singapore in 1859, at firlst with an ‘agency* 
but two years later with a note-issuing ‘branch’. It was represented in 
Penang by a merchant firm until it opened its own office there in 1875. 3 

During the sixties several other banks started business in Singapore, 
including the Asiatic Banking Corporation and the Commercial Bank 
of India. The Hong Kong and Shanghai Banking Corporation, which 
had long been represented, opened its own offices in 1877 at Singapore 
and in 1884 at Penang. 4 Several Dutch banks joined the British. For 
many years the N.H.M. had maintained a mercantile agency in Singa¬ 
pore. After 1883 it began to undertake banking business there, and in 
1888 it opened a sub-agency at Penang. 6 During the sixties the 
Rotterdam Bank and later the Escompto were represented in Singapore 
by merchant firms. 6 The N.I. Handelsbank opened an office in 
Singapore in 1901. 7 The Dutch banks were concerned mainly with 
financing trade with the N.E.I., just as the Banque de l’lndo-Chine, 
which started business about this time, concentrated upon financing 
trade with Saigon. Another bank to start early in the new century was 
the National City Bank of New York. 

Banking in the Straits Settlements was attended by hazards that were 
not always appreciated by the founders of these numerous institutions, 
and the keen competition that arose among them led to a paring of rates 
and profit margins. This was of advantage to the local traders, but it 
meant that only banks which were managed with skill and prudence 
were likely to endure. Many foundations were unable to survive the 
recurrent financial crises of the last few decades of the nineteenth 
century, and some had a very short existence. In 1866 the Asiatic 
Banking Corporation and the Commercial Bank of India came to 
an end. The Oriental Bank Corporation which had become heavily 

1 Mackenzie, op. tit., p. 106. 

2 The purpose of the bank was stated to be the carrying on of ‘the business of 
banking in any part of the colonies or dependencies in Australia and New Zealand, 
in the Islands of Ceylon and Hong Kong or any other port, town, city or place in 
China where a consulate is or may hereafter be established . . . and for the purpose 
of establishing agencies in the chief ports of India and in any of the colonies or 
possessions eastwards of the Cape of Good Hope . . . and in other chief ports or 
places of trade in the East in order to conduct the business of exchange, deposit and 
remittance in connection with their other establishments’, ibid., p. 21. 

3 ibid., pp. 104-5, 110. * ibid., p. 113. 

5 Mansvelt, op. cit., vol. n, p. 419. 

• ibid., pp. 130—1; and MacKenzie, op. cit., pp, 106-7. 

7 de Bree, op. cit., p. 211. 
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involved in estate agriculture failed in the course of the coffee depression 
in Ceylon in 1884. Although it began life again as the New Oriental 
Bank Corporation, losses incurred through the depreciation of silver 
compelled it finally to close in 1892. In the same year the Chartered 
Mercantile was obliged to write down its capital by half and to submit 
to reconstruction. It surrendered its charter, and henceforth was known 
as the Mercantile Bank of India. 1 Of the Dutch banks, the Rotterdam 
Bank gave up business in South East Asia in 1869. The Escompto 
withdrew from Singapore in 1890, and although it tried again at Penang 
in 1905, its agency in that port also had to close four years later. 2 These 
casualties demonstrate the risks of financial enterprise in the Straits 
during the early period of development and must be brought into account 
when the profits of the survivors are being estimated. 

The risks were increased when the banks began to concern themselves 
with the internal economy of Malaya. As soon as the opening of the 
interior began, they established up-country branches. The first of these 
ventures occurred in 1888 when the Chartered Bank set up agencies at 
Kuala Lumpur and Taiping. 3 Early in the new century, with the expan¬ 
sion of the rubber industry, the field was widened. The Chartered, 
Hong Kong and Mercantile banks opened agencies in many up-country 
towns and, in 1911 (two years after Kelantan came under British 
protection), the Mercantile began its connection with North-east Malaya 
by opening an office at Kota Bahru. Later it established branches in 
Pahang and Trengganu. 4 

After the First World War the banking facilities of Malaya were 
increased through the foundation of new banks by Indians and Chinese 
and also by the participation of the London clearing banks in a new 
venture. This was the P. and O. Banking Corporation, formed in 1920 
with the backing of the P. and O. Steam Navigation Company, and of 
three banks, Lloyds, the National Provincial and Westminster. The 
new corporation soon had branches in India and China as well as in 
the Straits. But it proved unable to compete with the older banks. In 
1927 the Chartered Bank acquired a majority interest in it and by 1938 
had become the sole owner. In 1939 the corporation was wound up. 6 
Another new-comer during the inter-war period was the Eastern Bank, 
which opened a Singapore office in 1928. 

The British banks adhered firmly to the traditions of British banking, 
and although their up-country branches were active in financing the tin 
and rubber trades, they did not participate in long-term investment. 
Thus in Malaya there were no banking counterparts to the cultuur - 
banken which in the N.E.I. played so important a role in bringing 
capital from Holland for the plantation industries. Much information 

1 Mackenzie, op . tit., pp. 75, 89. 2 de Bree, op. tit., p. 146. 

8 Mackenzie, op . tit., pp. 215-16. 4 ibid., p. 215. 6 ibid., pp. 261-3. 

203 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

about banking methods and operations in the Straits has recently been 
disclosed in the history of the Chartered Bank published to mark the 
century of its foundation. It appears that from its early days the 
Singapore branch of that bank, like its other branches and agencies in 
the East, was supplied by Head Office with a fixed sum for use as work¬ 
ing capital, to be employed at the manager’s discretion. In addition, 
certain drawing rights on London were made available and against 
these the bank could sell sterling drafts. The branches were encouraged 
to augment their resources by accepting local deposits subject to 
interest. These deposits proved to be invaluable when in 1885, as a 
result of capital losses sustained through the depreciation of silver, the 
branches were ordered to remit home all the working capital originally 
allotted to them by headquarters. 1 At that time the fate of the overseas 
trading banks depended in no small measure on the way in which they 
handled the problems presented by the depreciation of silver. The 
Chartered Bank saved itself by a cautious and far-sighted policy, for it 
revalued its assets in gold at the current rates and kept its commitments 
in silver currencies as small as possible. It is evident from these and 
other experiences recorded in the bank’s history that continued success 
depended upon a nice combination of wisdom in the central direction, 
where broad policies were determined, and shrewdness and imagination 
on the part of local managers who necessarily had wide discretion and 
considerable freedom of initiative. 

The chief business of the Western banks throughout their history 
consisted of exchange operations with London, India and China. Some 
of the very large merchant houses which undertook both an import and 
an export trade found it possible to finance their business largely with 
their own resources, but the greater part of the foreign trade, whether 
conducted by Westerners or Chinese, called for banking services. The 
banks also gave credit to enable the merchants to finance their purchases 
of produce during the periods of processing and transport. This took 
the form of overdrafts, packing credits, advances against shipping 
documents and the discounting of bills. Considerable use was made of 
a system of ‘trust receipts’. In the Straits the banks did not possess 
godowns for storing hypothecated goods, as was the practice in the 
N.E.I. The goods against which advances were made were stored in 
the merchants’ own godowns, and the lenders’ security took the form 
of a trust receipt by which the ownership of the goods was vested in the 
bank. Small merchants without their own godowns had to deliver their 
goods to a third party who had storage space. 2 

From the outset many of the transactions of the Western banks were 
with Asian customers. In this business a key position was held by the 

1 Mackenzie, op . cit., pp. 147, 161-2. 

* Straits Settlements Trade Commission, 1933-4, Report , vol. I, p. 223. 
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Chettiars, a South Indian caste of bankers and money-lenders who had 
extended their activities to other parts of the East. They enjoyed a high 
reputation for honesty and business competence, and they acquired a 
knowledge, which the Westerners could not hope to equal, of the 
credit-worthiness of the small Chinese and Indian traders. So they 
became, in effect, the channel by which Western banking resources 
were poured into the current of Asian business. Small Asian traders, 
artisans and tin-miners obtained most of the credit they required from 
the Chettiars against mortgages on their crops or against promissory 
notes. The Chettiars in turn placed themselves in funds by discounting 
these notes with the Western banks or by obtaining overdrafts on the 
security of bills or title-deeds to property. The Western banks derived 
a considerable part of their revenue from this type of business. 1 During 
the nineteenth century only the very large Chinese merchants had their 
own accounts at Western banks. These banks handled most of the 
remittance business to China, though much of it required the inter¬ 
vention of the remittance shop. In the new century the number of 
Chinese accounts was much increased. 2 

The Straits Settlements Trades Commission of 1933-4, after a review 
of the banking system, stated their conclusion that the banks performed 
satisfactorily their dual functions of exchange and commercial banking. 
There had been some local criticism of the rates charged for overdrafts, 
which were normally higher than in London. The banks’ reply was that 
their higher expenses justified the disparity. For example, they had to 
pay interest on current accounts, and higher interest than in Britain on 
deposits. Moreover, the absence of such highly liquid assets as Treasury 
Bills forced them to keep a larger cash reserve than was the practice in 
Britain. 3 Banking business was certainly very competitive in the Straits, 
and it is probable that the business community was well and cheaply 
served. At times the banks were called upon to assume public respon¬ 
sibilities. The authorities expected them to underwrite, issue and service 
their loans. Since there was no large institutional demand for securities 
in Malaya and since the public preferred high-yielding shares to gilt- 
edged investments, the banks were often obliged to take up a high 
proportion of the issues. 

The Western banks conducted most of their business through com- 
pradorcs. Indeed, in the Singapore financial world the compradore 
occupied a position comparable to that in the Treaty Ports of China. 
His duties included the guaranteeing of Chinese customers and the 
supervision of the cash department. He was normally consulted about 
the recruitment of Chinese staff. It was customary for him to deposit 

1 Mackenzie, op. cit ., pp. 149, 224. * Song, op. cit ., p. 383. 

3 Straits Settlements Trade Commission, 1933-4, Report , vol. i, pp. 222-3; 
vol. iv, pp. 419-20. 


205 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

security with his bank on appointment, and he obtained most of his 
remuneration in the form of commission on business introduced or 
guaranteed. The compradore has continued to exercise these functions 
in the British banks until the present day. Even the N.H.M. followed 
the British example in its Singapore branch, although in Indonesia the 
Dutch banks never made use of compradores. The post in some banks 
seems to have acquired a hereditary character; for instance, between 
1885 and 1951 the position of compradore in the Mercantile Bank at 
Singapore was held by four members of the same family in succession. 

The Chinese emigrants to Malaya did not bring with them the old- 
style banks of their motherland, and during the nineteenth century 
there were no Chinese financial institutions in the Straits with the 
exception of the remittance shops. With the growth of their business 
community, it was natural that the Chinese should be anxious to 
participate directly in the country’s rapidly expanding banking business. 
The first bank to be established by Singapore Chinese was the Kwong 
Yik Bank in 1903, but this went into liquidation ten years later. 1 
Meanwhile in 1906 the Sze Hai Tong Bank was started and in 1910 
the Bank of Communications, which had been established at Peking in 
1908 as a semi-official government concern, opened a branch at Singa¬ 
pore. Then in 1912 the Chinese Commercial Bank was founded, in 
1917 the Ho Hong Bank and in 1919 the Chinese Overseas Bank. With 
the establishment of these banks an important new stage was reached 
in the development of Chinese business, especially as the Ho Hong 
Bank was the first local Chinese institution to undertake international 
banking. 2 In 1932 these three banks amalgamated to form the Overseas 
Chinese Banking Corporation which grew into a powerful and efficient 
institution conducted on Western lines. 3 During the inter-war period 
several other Chinese banks were set up at Singapore. Some of them 
specialised in remittance business with particular districts of China, 
such as the Lee Wah Bank, which had connections with Kwangtung. 
Others found most of their business in financing trade in South East 
Asia. On the eve of the Second World War the official Bank of China 
opened offices in the Straits. The rise of the Chinese banks did not 
prevent the continued growth in the business of the Western banks, for 
the demand for banking facilities expanded very rapidly up to the 
Second World War. Nor did the Chinese banks attract all the Chinese 
clients from the Western banks. On the contrary, while the small 
Chinese dealers were drawn to the Chinese banks by their less stringent 
credit conditions, the large Chinese firms often preferred European 
banks which charged lower rates of interest. 

At first the Chinese depended largely on staff trained in Western 

1 Song, op. cit., p. 353. 2 ibid., pp. 355, 474. 

* Mou Shou-Yu, South East Asia in the Twentieth Century (in Chinese), p. 343. 
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banks. For example, one of the early managers of the Chinese Com¬ 
mercial Bank (who later became manager of the Overseas Chinese 
Banking Corporation) had formerly worked in the compradore’s 
department of the Hong Kong Bank. 1 As time went on, the Chinese 
banks were able to staff themselves with men trained in their own offices. 
Some of their more promising employees were sent to America or 
England for study and experience. In the case of the official Bank of 
China, a skeleton staff was originally provided by Peking, while later 
recruits were trained locally. It would appear that by the mid-thirties 
the Chinese were adequately equipped with the expertise necessary for 
modern banking business. 

In Malaya the financial effects of the war were less catastrophic and 
enduring than in Indonesia. When the war came to an end, the country 
again became part of the sterling area and, while the currency suffered 
from the general inflation, its depreciation during the post-war period 
was very small compared with that of most of the other South East 
Asian countries. Whereas in 1946 the Indonesian price-level was 
twenty-four times as high as it was before the war, the Malayan 
price-level had risen by only three times. 2 After the war the disparity 
in the rates of inflation continued. Between 1948 and 1951 the cost of 
living in Indonesia doubled, whereas in Malaya it increased by about 
40 per cent. 3 Further, while political conditions and prospects in Malaya 
were hardly favourable to lavish foreign investment, they were far less 
discouraging than in Indonesia. In another respect Malaya shared 
Indonesia’s financial experience, for its banks were called upon for a 
greatly increased volume of short-term advances. The merchant firms, 
including even the large merchant-agency houses, found themselves 
unable to finance the bulk of their trade from their own resources as 
hitherto. In the rubber boom of 1951 the amount of bank credit was 
much increased. For instance, one of the British banks at that time 
gave overdraft facilities to the extent of 30 million dollars (Straits) to 
a single company in the rubber trade, a loan that was wholly repaid 
within six months. 

In the provision of long-term finance for the reconstruction of estates 
and installations, the banks played a less direct part, for they were still 
reluctant to engage in long-term lending. The shortage of capital for 
re-equipment was overcome in part by the payment of war damage 
compensation by the government. Further, whereas before the war the 
government had done very little to supply capital for agriculture and 
industry and had never set up any industrial loan fund similar to that 
in the N.E.I., in the years immediately after the war it introduced an 
important scheme for accelerating reconstruction. Under this scheme 

1 Song, op . cit., p. 404. 2 U.N.E.C.A.F.E., Economic Survey 1950, p. 491. 

8 U.N.E.C.A.F.E., Economic Survey 1954 , p. 217. 
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the authorities guaranteed bank advances for rehabilitation. These 
loans were issued through the Chartered, Mercantile and Hong Kong 
banks at a low rate of interest (3 per cent) to firms in the estate and 
mining industries. They ranged in size from a thousand dollars to 
nearly 5 million dollars, and many were outstanding for a number of 
years. 1 Again, with the collaboration of the Hong Kong Bank, the 
Colonial Development Corporation and the government of the Federa¬ 
tion of Malaya sponsored the Federal and Colonial Building Society. 
The bank provided a loan of 20 million dollars to the Society and its 
Singapore manager was appointed chairman. 2 There arc now signs 
that the exchange and commercial banks themselves are seeking a more 
prominent role in the financing of development. For example, in 1955 
the Chartered Bank set up a wholly owned subsidiary, the C.B.T. 
Development Corporation, to finance projects in South and South East 
Asia and it is expected that Malaya will be one of its chief fields of 
activity. 

The closing of China to Western banking after the establishment of 
the Communist regime diverted the resources formerly employed by 
Western banks in that country to South East Asia. This was especially 
true of the Hong Kong Bank, which had found its chief sphere of 
activity in China. The rapid recovery of Malaya meant that there was 
an active demand for these new resources, and some of the banks 
opened new branches. Part of this increased business could be attri¬ 
buted to the spread of banking habits in Malaya, and to the increase 
in the number of Chinese importers who normally required to open 
letters of credit. Both Western and Chinese banks benefited from these 
tendencies. The latter found much additional business among small 
Chinese firms in the retail trade, for these began to use the banks to a 
far greater extent than they did before the war. On the other hand, the 
remittance business to China was reduced by the ending of immigration 
and the weakening of ties with the motherland. After the establishment 
of the Communist regime, most of the business that remained was 
conducted by branches of the official Chinese banks. 

The war brought important changes in the staffing of the Western 
banks. Before 1940, Chinese and other Asians were never employed by 
British and Dutch banks in Singapore for the higher executive posts, 
although it must be remembered, in qualification, that the compradores 
were in fact senior officers who often earned in commission a higher 
remuneration than any member of the local European staff. After the 
war the Western banks in Malaya, as in Indonesia, found it expedient 
to employ Asians in executive positions, and in Malaya it was less 
difficult to find competent recruits than in Indonesia. Whereas before 

1 Straits Times , 16 April 1948. 

2 Colonial Development Corporation, Report 1954 , p. 33. 
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the war the N.H.M. employed no Chinese on its executive staff in 
Singapore, in 1952 it had two such officers. At that time the National 
City Bank of New York, which had long employed Asian officers, had 
a Chinese sub-manager. The Chartered Bank also began to admit 
Asians to posts of higher responsibility. In 1954 it decided to employ 
them as sub-accountants, a post hitherto restricted to Europeans, and 
they were given intensive courses of training at its staff college in 
England. 

It is probable that when Malaya attains independence, a central bank 
will be founded to replace the Currency Commission. The World 
Bank, in reporting favourably on this proposal, suggested that the 
central bank should cover the Federation of Malaya, Singapore, and 
possibly British Borneo. Whether the establishment of a single central 
bank for this area will be found politically possible, however, is uncer¬ 
tain, for this will depend upon the co-operation of three separate 
governments. On the other hand, it would be irrational and costly to 
set up a separate central bank in each of the three regions which together 
have a population of under 8 millions. 

The proposal to substitute a central bank for the existing arrange¬ 
ments was the natural outcome of the alteration of the country’s political 
status and her increasingly diversified and mature economy. Malaya 
no longer depends to the same extent as in the past on Western supplies 
of new capital and on Western financial institutions. Exchange stability, 
though still of great importance to her, is ceasing to be her main 
financial preoccupation. In the future she is likely to be increasingly 
concerned with utilising local capital and with framing and executing 
a monetary policy which will reflect her new political ambitions and 
her changed economic circumstances. 
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SHIPPING 


commercial enterprise throughout the Far East called for audacity and 
skill in seafaring. These qualities were abundantly needed in the 
Archipelago, which, with its four large islands and thousands of small 
ones, measures over 5,000 miles from west to east and 2,000 miles from 
north to south. From the earliest days shipping was a prominent 
activity of the inhabitants and in the modern era the great expansion 
in the region’s foreign trade and the agricultural developments asso¬ 
ciated with it were made possible only by the introduction of economical 
forms of ocean-going transport. But the shipping links with distant 
markets and sources of supply served only part of the needs. The 
physical constitution of the region meant that ordered government, 
competent administration and the economic specialisation necessary for 
efficient production all depended upon an ample provision of coastal 
and inter-island shipping services. One of the main centres, Singapore, 
was essentially a great shipping junction where the ocean-going traffic 
from all over the world met the local shipping of the Archipelago. 

The rise of the ocean-going services to the East Indies during the 
nineteenth century is part of the history of the world’s shipping industry 
in general. It need not be treated here at length, but a brief description 
of it will serve as an introduction to a more detailed consideration of 
the regional services. In the early nineteenth century both the British 
and the Dutch colonies in South East Asia were linked with their 
motherlands by way of the Cape of Good Hope. Then, in 1840, the 
Peninsular and Oriental Steam Navigation Company introduced a 
service for mails, passengers and light freight to India and the Far East 
via the Mediterranean and the Red Sea, with land transport across the 
Sinai Peninsula. In 1844, when it extended its services to Hong Kong, 
the company necessarily took in the Straits as well, and in 1853 it 
started its fortnightly mail services to the Far East. 1 During the next 
decade several other shipping companies, including the Ocean Steam 
Ship Company (the Blue Funnel Line), established by Alfred and Philip 
Holt in 1865, emerged as competitors on this route. 

The Dutch could not match this enterprise. During the period of the 
cultuurstelsel the trade between Holland and its colony was carried 
mainly by ships chartered by the N.H.M., and competition from the 
lines of other nations was largely excluded, especially as foreign ships 
were subjected to discriminatory duties in the N.E.I. ports. The effect 

1 Boyd Cable, A Hundred Years History of the P. and O., p. 105. 
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of this monopoly on the efficiency of the Dutch mercantile marine was 
rendered the more pernicious because the N.H.M. followed a ‘turn by 
turn’ system in allocating its business among the available ships. 1 The 
application of this doctrine of ‘fair shares’ removed any stimulus to 
modernisation and delayed the change in the Dutch fleet from sail to 
steam. Even the line founded by William Ruijs (the forerunner of the 
great Rotterdam Lloyd Company), who had sent his first ship to Batavia 
in 1839, 2 did not introduce steamers into its service with the N.E.I. until 
1870. The result was that the Dutch found that their quickest means of 
communication with their colony was by way of Singapore, where they 
could link up with the regular British steamer services to the Far East. 
For many years this remained the recognised mail route to the N.E.I. 

The opening of the Suez Canal in 1869 led to a great expansion of 
steamer services from Europe to the Far East. Among British com¬ 
panies, the Glen Line was founded at this time and equipped itself with 
steamers; the Shire Line, founded during the sixties, added four 
steamers during the next decade; the Castle Line introduced new ships 
to the route; while the Holt interests instituted their cargo-liner services 
and expanded their fleet. Later the Ellerman and Bucknell Steamship 
Company and the Ben Line started their Far Eastern services. Many of 
the new ships were built primarily for the growing trade with China 
(for example, the first Glen steamers were intended for the China tea 
trade); but the British lines also benefited by, and contributed largely to, 
the expansion of the commerce with the Straits. Some of the lines 
subsequently became associated. For example, in 1911 the Glen and 
Shire lines were amalgamated, and in 1936 they were acquired by 
Holts. 3 On the eve of the Second World War most of the British 
liners plying between Europe and the Far East via the Straits belonged 
to companies controlled by the three groups: the P. and O., Alfred Holt 
and Company, and the Ellerman interests. 

The participation of German shipping in the trade with the Straits 
and the N.E.I. ports began after Bismarck’s decision in 1884 to sub¬ 
sidise services in the Far East and Australia. The Norddeutscher Lloyd 
became active in the Deli tobacco trade and the Deutsch-Australische 
Dampfschiff Gesellschaft sent its ships to Macassar. 4 French lines, 
notably the Messageries Maritimes, began to call at Singapore on the 
way to Indo-China, and before the end of the century Scandinavian and 
Italian lines were also operating in these waters. Dutch shipping after 
the middle of the century was sustained only by the monopolistic 

1 The Netherlands Indies . A review published by the Department of Economic 
Affairs, Batavia, vol. vu. No. 1, January 1939, p. 8; and Fumivall, op. cit. 9 pp. 129,205. 

2 E. P. Leigh-Bennett, History of a House Flag , p. 9. 

8 Booklet issued by the Glen Line Limited, 1949. 

4 de Boer and Westermann, op. cit. 9 pp. 102-3. 
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privileges accorded to it, and when the consignment system and other 
forms of protection were abandoned in 1870, it found itself ill-equipped 
to meet the increased competition that resulted. A new company, the 
Nederland Line, was established in 1870 on the initiative of Prince 
Henry of Holland for the express purpose of ousting the British; but 
this concern for many years had to buy its ships abroad and to engage 
foreigners to run them. 1 The relative position of the Dutch improved 
after 1883 when the Rotterdam Lloyd Company was formed to take 
over the shipping interests of William Ruijs and Son, and a few years 
later this company was joined by the great Koninklijke Paketvaart Mij. 
(K.P.M.), whose origins and development will be described when we 
come to deal with the regional shipping lines. 

After 1900 the three Dutch companies participated in several new 
ocean-going services. In 1900 the Java-China-Japan Line was estab¬ 
lished with financial support from the K.P.M. In 1906 the companies 
collaborated in starting the Java-Bengal Line (engaged mainly in the 
export of Javanese sugar and the import of rice to Deli), and in 1908 
they inaugurated a service with Australia. 2 Other services were started 
during the First World War. During the World Depression of the 
1930s, when steamer capacity was surplus to needs on existing routes, 
the K.P.M. introduced direct sailings to South and East Africa. 3 The 
Rotterdam Lloyd and Nederland lines also co-operated in starting the 
Java-Pacific Line to Canada and the United States. From the end of 
the nineteenth century the European lines were joined by Japanese 
shipping companies, which now began to take part in the international 
trade of the N.E.I. and Malaya. American vessels obtained a small 
share in the trans-Pacific services from South East Asia. 

All these shipping companies were faced with frequent changes in the 
types of cargo-space required, and their progress depended upon new 
commercial needs as well as on readiness to apply improved methods 
of ship construction and propulsion. These qualities were abundantly 
called for in the twentieth century. For example, with the rise of palm- 
oil production, means had to be provided for shipping liquid cargo in 
bulk. Technical advances in the rubber industry also had their effects, 
and in 1934 the first bulk shipment of latex was made by the Blue 
Funnel Line (Alfred Holt and Company) on behalf of Dunlop. The rise 
of the mineral oil industry brought with it a new type of shipowner, for 
oil was shipped almost entirely by the producing companies themselves. 

Regional sea communications were provided in part by the ocean¬ 
going lines that made calls at the various South East Asian ports on 
their routes; but they depended mainly on ships that plied between 
South East Asia and China or India. In the early part of the nineteenth 

1 Fumivall, op. c/7., p. 206. 2 de Boer and Westermann, op. cit. 9 pp. 127-9. 

8 ibid., pp. 203-7. 
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century most of the regional traffic was handled by junks and prouws 
and later by schooners. The Bugis of Celebes, who were famed for 
their seafaring skill throughout the Archipelago, manned many of these 
craft, and even today they retain a share of the trade between the 
smaller ports. The Chinese also took part, and for many years the 
growth in the size of the overseas Chinese communities provided 
business for the junks. Many of the emigrants from China travelled 
in the junks, and up to the middle of the nineteenth century there was 
a large export of tea in Chinese vessels to Chinese residents in Java, the 
Straits and other parts of South East Asia. 1 But slow-moving craft 
were exposed to frequent attacks by the pirates who infested these 
waters, and the goods they carried were not insured by Western 
companies. The Western steamers offered speed and security, and 
after the middle of the century these qualities became decisive. By 
1875 the passenger traffic between Amoy and Malaya had passed to 
Holt’s steamers ‘which after taking cargo to Shanghai [took] passengers 
from Amoy to Singapore in their ’tween decks and often also cargo for 
the Straits and London’. 2 A few years later the steamers were carrying 
nine-tenths of the traffic from Swatow to Singapore and Siam. One 
half went by the Holt Line or on large, specially chartered steamers, 
and the other by the ships of a Sino-foreign concern. 3 Then the 
Germans intervened. By 1899 the Norddeutscher Lloyd had a mono¬ 
poly of emigrants from Swatow to Bangkok and a large share of traffic 
with the Straits. This share continued to grow until in 1908 a group 
of Chinese and Siamese merchants in Bangkok chartered six vessels for 
the trade. 4 German ships also became the chief carriers of Chinese to 
the east coast of Sumatra after the development of the Deli tobacco 
industry. These steamers were operated on behalf of the Deli Planters’ 
Association which from 1890 had their own organisation for the direct 
recruitment of Chinese labourers. Thus Western shipping lines played 
a leading part not only in the carriage of goods but also in the great 
migration of people essential for the economic development of Malaya 
and the Outer Provinces of the N.E.I. 6 

Apart from the ships engaged in the emigrant traffic, several new 
near-sea services were started before the end of the nineteenth century 
to link South East Asia with the countries of southern Asia or China 
and to act as feeders for the ocean-going lines. The clippers, which for 

1 Economist, 14 November 1846, p. 1484. 

8 Chinese Customs Trade Report, Amoy, 1875, p. 249. 

8 Chinese Customs Trade Report, Swatow, 1879, p. 219. 

4 British Diplomatic and Consular Reports on Trade, No. 2443, Swatow, 1899, p. 4; 
No. 4332, Swatow, 1908. 

5 British Diplomatic and Consular Reports on Trade, No. 876, Pakhoi, 1890, 
pp. 7-9; No. 898, Kiungchow, 1890; No. 1997, Swatow, 1896; No. 2620, Swatow, 
1900; and Chinese Customs Report, Swatow, 1915, Pt. II, p. 1014. 
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many years had run between India, the Straits and China, were replaced 
by steamers. The Indo-China Navigation Company and the China 
Navigation Company (controlled respectively by Jardine Matheson and 
Butterfield and Swire) took a prominent part in the run between Hong 
Kong and the Straits. Apcar and Company, an old-established India- 
Armenian firm, started a steamer service from India to the Far East 
via the Straits; this was acquired in 1913 by the British India Company. 
The Ho Hong Company, registered in the Straits Settlements, ran its 
ships between Rangoon and China. These and other concerns made 
their contribution to the developing commerce of South East Asia as 
part of activities with a wider geographical scope. Meanwhile there 
had been important developments in shipping services centred in the 
Archipelago itself. 

These developments were closely associated with Anglo-Dutch 
rivalry in the local shipping services. During the second quarter of 
the nineteenth century the Dutch had sought to maintain a privileged 
position for their own ships, not only in the foreign trade of the N.E.I. 
but also in the coastal traffic. In 1850 these privileges were confirmed 
by a law which confined the coastal trade of the N.E.I. to Dutch ships 
and native craft. The law was modified in 1858 when its application 
was limited to regions under direct Dutch rule, and this left an extensive 
area of trade open to foreign ships. Moreover, the policy was not so 
restrictive as to deprive foreigners of any share in the valuable traffic 
between the N.E.I. and Malaya. Indeed, it was a British-owned firm, 
the Nctherlands-Indies Steamship Company, which in 1862 obtained 
the mail contract between Batavia and Singapore. It is true that this 
company was registered in the Indies and was required by its charter 
to employ Dutch subjects as its captains; but all its other officers were 
British, its ships were built in England and its financial and servicing 
arrangements were centred in Singapore and London. 1 

The adoption of a liberal economic policy by the N.E.I. in 1870 was 
accompanied by the removal of most of the restrictions on foreign ships. 
Under a convention of 1871 between the Netherlands and the United 
Kingdom, British navigation was given equal rights with the Dutch on 
a long stretch of the East Sumatran coast, 2 and in subsequent years a 
considerable number of ports were thrown open to coastal trade as 
well as to international trade. The liberalising process continued until 
in 1912 foreign vessels were allowed to use for coastal services all the 
ports (sixty or more) then open to international trade. 3 During the 
twenties the open ports numbered 150. 4 

1 de Boer and Westcrmann, op. cit pp. 18-22, 254-5. 

a British and Foreign State Papers , vol. lxx, pp. 19-21. 

3 de Boer and Westermann, op. cit., pp. 255-6. 

4 J. van Gelderen, op. cit., p. 71. 
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The British quickly seized upon these fresh opportunities, for the 
Dutch, enfeebled by the protection hitherto accorded to their shipping, 
were in no position to offer effective competition. During the seventies 
‘the Archipelago was thronged with small steamers, mostly flying the 
British flag, and the whole traffic was dominated by the N.I. Steamship 
Company, which by this time was linked with the British India Com¬ 
pany’. 1 It was indicative of the continued superiority of British 
shipping that when the contract for the carriage of mails between 
Britain and Singapore came up for renewal in 1876, the N.I. Steamship 
Company secured it again for a term of fifteen years. 2 

In the expansion of these local shipping services a prominent part 
was taken by the Singapore merchant firm of Mansfield and Company, 
whose direction during the early seventies was mainly in the hands of 
an enterprising Dutchman, T. C. Bogaardt. A fruitful association was 
established between him and Alfred Holt and Company. Soon after 
that firm founded the Blue Funnel Line they realised that the growth 
of their traffic to and from Europe depended on the promotion of local 
shipping services both on the China coast and in the East Indies; these 
were needed to act as feeders for their ocean-going ships. In China, 
Holts became associated with Butterfield and Swire, who in 1872 
founded the China Navigation Company. In the Straits they chose 
Mansfield and Company as their agents. During the seventies, with 
financial assistance from Holts, Bogaardt of Mansfields was managing 
a fleet of small steamships engaged in carrying to Singapore tobacco 
from Deli, rice from Bangkok, wool and ores from Australia, and sugar 
and spices from Java and Borneo. At Singapore the goods were 
transferred to Holts’ ocean-going ships. 

British predominance in these waters excited the resentment of the 
Dutch, who were especially critical of the policy of giving the mail 
contract to the British. They argued that the British concern could not 
be relied on to perform extra-contractual services of national impor¬ 
tance (such as troop transport for the government), and that Dutch 
interests in the N.E.I. were jeopardised in other ways. It seems, more¬ 
over, that the N.I. Steamship Company, content with its subsidised 
mail lines, had shown little enterprise in developing new services. So, 
on the initiative of the N.H.M., a Dutch syndicate was formed for the 
purpose of founding a national shipping line to operate in the Archi¬ 
pelago and provide a feeder service for the Nederland and Rotterdam 
Lloyd lines. In 1888, after protracted negotiations, the government gave 
the mail contract to the syndicate which thereupon established the 
K.P.M. 3 

The new company received wide support both in the Netherlands and 

1 Fumivall, op. cit., p. 206. 2 de Boer and Westermann, op. cit., p. 22. 

3 ibid., pp. 22, 33-8. 
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in the N.E.I., and its supervisory board included leaders in the Dutch 
banking, shipping and plantation industries. Before its policy could be 
formulated, the existing situation of trade and shipping was studied by 
the Head Agent in the N.E.I. He was at once impressed with the extent 
to which the economic life of all the islands, with the exception of Java, 
was focused upon Singapore. He found that local and regional trade 
in the Outer Provinces was mainly in the hands of Chinese whose ties 
of blood with the Singapore Chinese were much closer than with the 
Java Chinese. The commercial links between East Sumatra and Singa¬ 
pore were particularly strong. Singapore was also a centre for the 
purchase of rice and of manufactures required by the islands of the 
Great East and for the sale and processing of the various products of 
those regions. The goods were carried by native prouws , by Chinese 
schooners or small steamers, and by the British steamers that visited 
Celebes and the Moluccas. The life of the Great East, over which the 
Dutch administration had a tenuous hold, was centred upon the British 
colony. 1 

The advent of the K.P.M. threatened the British position, especially 
their already strongly entrenched interests in the East Sumatran 
carrying-trade, and it provoked a riposte, with the result that the ship¬ 
ping history of the Archipelago in the last decade of the century was 
a history of the keen rivalry between British and Dutch interests. Holts 
quickly realised that the formation of the K.P.M. and the arrangements 
between that company and the Dutch ocean-going lines were a danger 
to their business. In 1891, therefore, they established a new shipping 
company, named the East India Ocean Steamship Company, and they 
entrusted its local management to Mansfields. The ships operated by 
this concern comprised Bogaardt’s original fleet, together with new ships 
bought for trade with the Moluccas. Although in 1899 Holts sold this 
company to Norddeutscher Lloyd, they made an agreement with the 
purchaser for carrying their transhipment cargoes between the Straits, 
Siam and Borneo. At the same time Holts countered the Dutch attack 
on their trade with Sumatra by forming a subsidiary company, the 
Nederlandse Stoomvaart Maatschappij ‘Ocean’ (N.S.M.O.), which insti¬ 
tuted a direct service between Amsterdam and Batavia and so broke 
into the Java trade. 

Holts had an investment in another concern which was founded in 
1890, on the initiative of the enterprising Bogaardt, for handling local 
traffic. This was the Straits Steamship Company capitalised mainly by 
Singapore interests, including Malayan Chinese. It remained, as 
it began, a joint venture of Westerners and Chinese. The company 
took over five ships already in service in the Straits and before the 
end of the century added others to its fleet. Then a period of rapid 
1 de Boer and Westermann, op. cit ., pp. 38, 53-8. 
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development began under the vigorous leadership of a new manager, 
D. K. Somerville. The company ordered ships especially designed to suit 
local conditions, and this policy brought a steady increase in its business. 
In the new century it became one of the major instruments in the develop¬ 
ment of the Archipelago. 1 On the outbreak of the First World War, 
when the arrangements between Holts and Norddeutscher Lloyd in 
regard to transhipment services came to an end, the former transferred 
their transhipment business to the Straits Steamship Company. Holts 
also provided the company with additional capital so that it was able 
to enlarge its fleet. Its growth can be illustrated by reference to its 
capitalisation, which rose from half a million dollars at the time of its 
formation to 10 million dollars in 1920. In the middle twenties its fleet 
consisted of forty-eight vessels with a total gross tonnage of about 
40,000. It was then serving fifty-three ports in South East Asia. 2 An 
important part of its business was the collection and distribution of 
passengers and cargo for the ships of the great ocean-going companies 
which called at the chief Straits ports. The service made it possible for 
goods to be carried from Europe or the Continent on "through bills of 
lading’ to the multitude of small outports in the Malaysian Archipelago. 
In the course of its development the company acquired a number of 
local shipping concerns and interests in others (notably the Ho Hong 
Steamship Company). One of these acquisitions (in 1922) enabled it to 
serve the numerous small ports adjacent to Penang and also brought to 
the parent company a shipbuilding yard on the Prai River, where repairs 
could be undertaken and small craft built. 3 With the growth of air 
travel soon after the Second World War the company participated in 
the formation of Malayan Airways. 

Meanwhile, in spite of the competition from the British and Chinese 
steamers centred on the Straits Settlements, the K.P.M. had become a 
dominant factor in the commercial life of the N.E.I., and in course of 
time its activities brought about a reorientation in the trade of the whole 
Archipelago. Its rise and functions must be examined in some detail. 

On its formation, its immediate aim was to capture the trade with 
the Great East, which, as described, was hitherto centred on Singapore. 
At the outset it was obliged to base many of its services, including those 
with the Celebes, the Moluccas and New Guinea, on the British port. 
Yet while the participation of the K.P.M. in this trade might have been 
expected to confirm Singapore’s dominance, the ultimate result was 
quite different. The operations of the K.P.M. increased Dutch influence 
in the region and strengthened the islanders’ ties with Dutch merchants. 
The business of these merchants was centred on Batavia or Surabaya, 
and as they wrested an increasing share of the trade from the Chinese, 
whose base was Singapore, the commercial focus of the region was 
1 British Malaya , vol. n, May 1927, p. 20. * ibid., pp. 20-1. 3 ibid. 
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shifted from Malaya to Java. By the 1920s Singapore had lost its 
predominance in the entrepot business with the Great East and the Deli 
region, although it still retained it with respect to certain parts of 
Sumatra and West Borneo. 1 

The K.P.M. was largely responsible for this transformation. Its 
new services, for which specialised ships were often provided, attracted 
or diverted traffic. The direct services which it started between the 
rice-exporting lands of South East Asia and the Great East led to the 
by-passing of Singapore in a major article of trade. The introduction 
of through bills of lading to distant countries (in accordance with a 
freight agreement in 1891 between the K.P.M. and the Nederland and 
Rotterdam Lloyd lines) was detrimental to Singapore, for goods dis¬ 
patched on these bills were transhipped at ports in the N.E.I. 2 After 
1900 certain foreign concerns with ships calling at the Indies ports 
became parties to the freight agreement and this meant a wide extension 
of the practice. 3 

Other changes had a similar effect on Singapore’s position. The 
growth of new export trades from the eastern N.E.I. brought compara¬ 
tively little advantage to Singapore since for some of the products it 
could offer few facilities for processing that were not available else¬ 
where. For instance, the processing of copra was so simple that the 
producers were able to undertake it themselves. Certain development 
work in the N.E.I. also affected the entrepot’s trade. The improvement 
made in the harbours of Macassar and Bela wan permitted ocean lines 
to call there, and this rendered further transhipment unnecessary. 
Finally, while the extension of Dutch political authority in regions 
where it had previously been feeble was assisted by the steamer services 
introduced by the K.P.M., it contributed in turn to the enlargement of 
Dutch business. This was not simply because orderly government 
fostered economic growth, but also because with the introduction of 
Dutch administration the natives were able to make contact with 
commercial and financial services provided by the State. The small 
native producers obtained access to official credit facilities and this 
helped to weaken the control formerly exercised by Chinese merchants. 
A lessening of Chinese control was often synonymous with a decay of 
the Singapore interest. In other words, the period from 1900 to 1920 
saw a strengthening of the ‘national economy’ of the N.E.I., and it was 
natural that Singapore should suffer relatively in the process. 

The K.P.M.’s function was primarily that of developing trade and 
production, and only incidentally was it concerned with diverting the 
shipping business from Singapore. Its activities as an agent of economic 
development were very widespread. Its regular services to established 
places of trade, or to convenient points on the reefy coasts where 

1 de Boer and Westermann, op . cit. 9 p. 224. * ibid., p. 232. * ibid., pp. 232-3. 
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products could be brought, created new centres of population. The 
conditions under which ships had to operate in these waters were 
often primitive. In some places where there were no quays or jetties 
they had to anchor at sea and sometimes to bring with them their 
own lighters and labourers for handling the cargoes. 1 They also 
carried travelling merchants known as cljalan ronds, who set up their 
stalls at the ports of call. 2 Sometimes the ships were called upon to 
furnish trade credits. Advances to the extent of 50 or 70 per cent of 
the market value of the goods were made to the local traders, and 
the advances were repaid on arrival at Macassar. 3 It was not only 
in trade with the Great East that these credit transactions were con¬ 
ducted. They were an important function of K.P.M. business on 
the runs between Sumatra and Singapore. On these routes competition 
with Chinese vessels remained keen, for the Chinese shipowners had 
personal or financial links with the shippers. These required immediate 
payment while the consignees in Singapore paid for the goods only 
after their receipt. So the shipowners, whether Western or Chinese, 
were called upon for financial assistance. For the discharge of these 
financial responsibilities the K.P.M.’s captains were sometimes supplied 
with a stock of coin. They paid this out to the shippers and were 
reimbursed in Singapore. 4 

As the K.P.M.’s services extended, new trades were created and 
existing trades enlarged. There was a vast expansion in the export of 
cattle and horses from the Lesser Sunda Islands, which became the 
stockbreeding centre for the Archipelago, as well as a source of slaughter 
cattle for Singapore and the Javanese cities. Although formerly some 
cattle had been carried by native prouws the steamers were better 
equipped for the care of animals. 5 The K.P.M. also fostered an export 
of pigs from Bali to Chinese communities in Java and Singapore. 6 In 
these and other ways the company opened up markets and sources of 
supply within the region and stimulated local specialisation. This in 
turn raised productivity which permitted an improvement in the stan¬ 
dard of living, an improvement which was shown in the increased 
substitution of rice for sago and maize as the staple food. 

It must not be thought that the Chinese and native competitors were 
always worsted. Indeed, during the inter-war period the K.P.M. found 
it expedient to withdraw its services from some of the smaller ports in 
Celebes and Borneo, leaving the trade to be carried on by small Asian- 
owned vessels. In other cases it met this competition at its keenest 
points by running very small ships which picked up local cargoes and 
fed them to the K.P.M. main services. In North Celebes, for example, 
it formed in 1935 a subsidiary company to operate a feeder service of 

1 ibid., pp. 226, 243. * ibid p. 243. 3 ibid., p. 246. 

4 ibid., p. 332. 5 ibid., pp. 275 et seq. 4 ibid., pp. 285-6. 
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this kind. 1 At one period of its career the K.P.M. ran services to the 
rivers of Borneo and Sumatra. Here, too, it continued to encounter 
the competition of Chinese and native craft as well as that of other 
Western concerns. With the building of roads and railways during the 
present century this river traffic declined and the K.P.M. withdrew from 
most of the rivers. 2 

The carrying of passengers became an important branch of its 
activities. In the establishment and maintenance of a unified adminis¬ 
tration its function in providing for the rapid and secure transport of 
officials and troops was vital. Similarly, it played its part in bringing 
a labour supply to newly developed regions; for example, it built special 
vessels for carrying emigrants from Java to East Sumatra. Its services 
led to the growth of the tourist industry, for it made holiday resorts 
accessible both for local inhabitants and for foreigners. The K.P.M. 
operated numerous concerns subsidiary or allied to shipping. It ran 
stevedoring and engineering companies and it acquired its own coal¬ 
mine in Borneo to supply ships’ bunkers. In recent times it became 
prominent in the introduction and operation of local air services. 

Whereas most of the foreign shipping companies that operated in 
South East Asian waters were guided by purely commercial motives, 
the K.P.M.’s services from the beginning were affected by the fact that 
it was required to discharge duties of a public character. In maintaining 
communications over the scattered islands of this vast region, it was an 
essential political instrument for the maintenance of order and efficient 
administration, and the Dutch did not hesitate to use it as a tool of 
their economic policy. 

In the early years of its operations much of its business was un¬ 
profitable, and at times even the subsidies it received did not provide 
adequate compensation. In 1912 the losses made on the unprofitable 
services exceeded the subsidies by 260,000 florins. 3 In 1915, when the 
company’s contract with the government came up for review, it was 
operating forty-three services and making losses on twenty-four of 
them. 4 On the renewal of the contract the distinction which had 
previously existed, for the purpose of the subsidy, between the con¬ 
tractual and the non-contractual services was dropped, and the govern¬ 
ment subvention was made to depend on the mail-carrying mileage. 
The company then undertook to maintain certain services, while the 
Governor-General was empowered, under certain conditions, to make 
calls at particular ports obligatory. 5 The company also had agreements 
with the government for the conveyance of official passengers, troops 
and certain types of cargo. 

These obligations were costly to discharge. On the other hand, 

1 de Boer and Westermann, op . cit., pp. 260-1. 8 ibid., pp. 293, 302-3,325-6. 

8 ibid., p. 125. 4 ibid., p. 160. * ibid., pp. 163-4. 
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although the K.P.M. had no formal legal monopoly, the government 
subsidies and the conditions under which official contracts were granted 
gave it a very strong strategic position in competing with outsiders. The 
mail subsidy permitted it to maintain services which others found un¬ 
profitable, and after 1915 the mail contract ceased to be put out for 
tender on the ground that it was desirable to exclude foreign interests. 1 
Further, the K.P.M.’s close association with Dutch ocean-going ship¬ 
ping companies and with banking and estate interests not merely 
precluded the rise of Dutch competitors but also enabled it to put 
pressure on foreign rivals. For instance, early in the century the 
Norddeutscher Lloyd withdrew from certain ports after the N.H.M. 
had threatened it with the loss of tobacco shipments to Europe if its 
price competition with the K.P.M. should continue. 2 Conference 
regulations had the same effect. Members of the Batavian Freight 
Conference were forbidden to carry goods to Singapore except for 
transhipment in their own ships. 

In spite of the favoured position of the K.P.M. in inter-island trade, 
during the inter-war period it still had serious rivals in the British 
steamers running between Singapore and Sumatra, the ocean-going and 
near-sea lines that called at Malayan and N.E.I. ports, Chinese steamers 
and native craft. Nevertheless, in 1938 the K.P.M. accounted for 20,000 
of the 28,000 calls made at N.E.I. ports by large steamers or motor 
ships, and this is evidence of its overwhelming importance. 3 Its growth 
during the first thirty years of the present century was striking; in 1902 
it had only 45 ships, in 1930 145. 

Before the Second World War the K.P.M. employed 1,300 Europeans 
as officers on its ships 4 and 800 Europeans in its shore establishments. 6 
It employed 6,400 Indonesians and 900 Chinese afloat and over 3,000 
Asians ashore, including those in its associated concerns. 6 From its 
early days the company was solicitous for the training of its staff. After 
1898 it conducted a nautical school at Batavia so that its officers were 
not obliged to return to Europe to qualify themselves for promotion. 7 
At Tanjong Priok it ran a nautical institute which supplemented the 
work of the navy in charting seas and rivers. 8 

Competition among the shipping lines in the waters of the Archipelago 
was affected not merely by official regulations but also by restrictive 
practices introduced by the companies themselves. As in other parts of 
the world, the expansion of merchant fleets during the later years of the 
nineteenth century led to fierce competition for freights and hitherto 
assured positions became vulnerable. The cutting of rates prompted 
the shipowners to reach agreement with one another and with some of 
the chief Singapore merchants, notably those who held shipping 

1 ibid., p. 164. 2 ibid., p. 104. 3 ibid., p. 428n. 4 ibid., p. 421. 

3 ibid., p. 424. 6 ibid., pp. 422-4. 7 ibid., p. 420. 8 ibid., p. 417, 

221 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 

agencies. In 1892 Holts came to an agreement with the Nederland and 
Rotterdam Lloyd lines about the Java trade. 1 Then, in 1897, the Straits 
Homeward Conference was formed with headquarters in London. The 
Conference fixed rates, introduced the usual system of deferred rebates 
and provided additional payments to certain firms in Malaya in com¬ 
pensation for the profits formerly made from chartering ships. 2 In 
1900 the Batavia Freight Conference came into being. This grew out 
of the agreements on through bills of lading which the K.P.M. had 
made with certain ocean-going lines. As a result, members of the 
Conference sent representatives to Batavia every month to discuss 
through freights to Europe with the Head Agent of the K.P.M. and to 
allot cargoes on through bills of lading among the available ships. 3 In 
1905 another conference came into existence for the Singapore-New 
York route, 4 and after the First World War, when the port of Belawan 
had been developed as an ocean harbour, the Deli Freight Conference 
was organised. 6 These conferences were representative of all shipping 
lines that called at the ports. 

The rings soon provoked criticism among the Straits merchants, and 
the Straits Settlements Legislative Council appointed a Commission to 
inquire into the effects of the Straits Homeward Conference on the 
Colony’s trade. In 1902 the Commission reported that although the 
rates at that time were not excessive, they had been so immediately 
after the formation of the Conference. It concluded that the general 
effect of the restrictions on the Colony’s trade was deleterious. John 
Anderson of Guthries (which did not hold a shipping agency for lines 
running to Europe) was a strong opponent of the conferences. In 
evidence before the Commission he claimed that the majority of 
the merchants of Singapore agreed with him, and he asserted that 
the conferences had deprived Singapore of an adequate share of the 
increased volume of the Indies trade. 6 He maintained his opposition 
by dissenting from the report of a subcommittee of the Singapore 
Chamber of Commerce to the Royal Commission on Shipping Rings 
in 1909, a report which concluded that the conferences had benefited 
the trade of Singapore by providing faster and more regular services 
and by removing speculation. 7 In 1910 a petition condemning the 
conferences was signed by a large number of European, Chinese and 
Indian firms. The Straits Settlements Legislative Council was evidently 

1 de Boer and Westermann, op. cit. % pp. 66-8. 

2 S.S. Commission on Eastern Shipping or Straits Homeward Conference as 
affecting the Trade of the Colony, 1902, Report , pp. C 291-2, 297, 325. 

3 de Boer and Westermann, op, cit., p. 233. 

4 Straits Settlements Trade Commission, 1933-4, Report , vol. i, p. 73. 

3 de Boer and Westermann, op. c.it. 3 p. 352. 

6 1902 Commission, Report , pp. C 294, 309. 

7 1933-4 Commission, Report , vol. i, p. 73. 
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persuaded of the justice of their views, for in April 1910 it resolved 
that the conferences had been injurious to the Colony and should be 
dealt with by legislation. 1 However, no effective action was taken. 

The stagnation of international trade during much of the inter-war 
period had effects on the shipping industry that were favourable to the 
spread of these practices. At the same time the growth of the Japanese 
mercantile marine led to increased competition throughout the Far 
East, and especially in the trade between the N.E.I. and Japan. With 
the coming of the World Depression shipping capacity became far in 
excess of needs and freight rates fell steeply. This affected both the 
economic policy of the N.E.I. and the general attitude towards private 
restrictive practices. In 1936 the government of the N.E.I. concluded 
an agreement with Japan by which the Java-China-Japan Line was 
allotted a certain proportion of the trade between Japan and the N.E.I. 
At the same time a law was passed which confined the N.E.I. coastal 
trade to Dutch and native vessels, although in practice existing Euro¬ 
pean interests were not seriously disturbed. 2 The merchants’ attitude 
towards shipping rings underwent an equally profound change. The 
Straits Settlements Trade Commission of 1933—4 took a more favour¬ 
able view of the conferences than those expressed on previous occasions. 
It is true that particular rates and particular conferences came under 
its criticism, but it was ready to affirm that the Straits Homeward 
Conference was of advantage to trade a. * to the Colony. 3 The Imperial 
Shipping Committee in its report of 1938 found even fewer objections 
to the conference system as it operated in the Far East. 4 These opinions 
may have been influenced by the ease with which, in the conditions of 
the thirties, the conference regulations could be circumvented. For 
instance, merchants at one time reacted to the control exerted by the 
Straits-Bombay Conference by chartering tonnage themselves, and in 
the N.E.I. certain concerns formed a co-operative organisation for 
handling their own transport. 5 In such circumstances the power of the 
conferences to keep rates above the competitive level was considerably 
weakened. On the whole it may be said that the regulation of competi¬ 
tion in the shipping industry of South East Asia (and opinion in regard 
to it) followed the same course as in other parts of the world. Restrictive 
practices had become widely accepted as a legitimate defence against 
depression. 6 

The most significant change that occurred in the regional shipping 
industry after the Second World War was in the position of the K.P.M. 
That concern, as we have seen, was a private company which discharged 

1 Song, op. cit. y pp. 449-50. 2 J. van Gelderen, op. cit., pp. 74-5. 

8 1933-4 Commission, Report , vol. I, p. 233. 

4 Imperial Shipping Committee, British Shipping in the Orient, p. 78. 

5 Sitsen, op. cit ., pp. 47-8. 6 1933-4 Commission, Report, passim . 
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important public functions. When Indonesia achieved its independence, 
the special position of the company, still owned and controlled by the 
Dutch, was necessarily affected and its relations with the government 
were profoundly altered. The K.P.M. services remained essential for 
the viability of the economy. More than this, they were an indispensable 
means of maintaining the country’s precarious political and adminis¬ 
trative unity. Yet national pride was outraged at continued dependence 
upon a foreign enterprise which had been a pillar of the colonial regime. 
The government, therefore, chose to compromise. It refused to renew 
the mail contract but it permitted the K.P.M. to operate most of its 
existing services under an interim working agreement. At the same 
time it announced its intention of encouraging Indonesian shipping 
enterprise so that ultimately the K.P.M. could be dispensed with. Life 
under sufferance offered unalluring prospects to foreign shipping under¬ 
takings. The K.P.M.’s pre-war policy of withdrawing from the smaller 
‘feeder’ services was more actively pursued in preparation for its ulti¬ 
mate decease. These services were, for the most part, taken over by 
Indonesian-owned concerns which obtained resources for the purpose 
from the Bank Negara. A smalt amount of private Indonesian capital 
was also invested in shipping. For example, coastal villages in South 
Celebes contributed communal funds for the establishment of a line to 
serve that region. By 1954 Indonesian concerns owned about 85,000 
tons of ships, apart from forty-five coastal vessels of 200 tons each 
operated by the government. 1 Some of the new shipping companies 
have competed with the K.P.M. on its main services. For this traffic 
they have recruited Indonesian crews and shore staff from men who 
had gained experience with the foreign company. But they have not 
yet solved the problem of finding competent officials for the higher 
management. 

1 Indonesian Information , vol. v. No. 4, April 1954, p. 11. 
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PUBLIC UTILITIES 

in advanced countries much of the total fixed capital takes the form of 
buildings and of equipment for public utilities, and a high proportion 
of the annual gross investment is required for that sector of the 
economy. 1 In such countries, except at times when they are under¬ 
going exceptionally rapid change, the process of providing this ‘public 
overhead capital’, as it may be called, occurs continuously along with 
technical changes in other parts of the system and as new types of 
capital goods are substituted for the old. For example, in England the 
roads needed for the motor age were created by improving and enlarging 
the extensive road system already in being, the motor users being taxed 
to furnish the necessary revenue. Even when equipment of an entirely 
new type is required, its introduction often occurs gradually over a 
considerable period. 

In a primitive country, at any rate when foreigners are the chief 
agents of development, the problem of providing public overhead 
capital takes a different shape. Foreign enterprise as a rule is mainly 
interested in a narrow range of export products. It does not usually 
conceive its task to be that of planning and organising the development 
of the economy as a whole—a concept which is of very recent origin 
everywhere. It tends rather to concern itself primarily with those types 
of overhead capital essential to the service of the export industries, 
apart from any that may be necessary for strategic or administrative 
purposes. Yet within that narrow field it must display great activity, 
for there the primitive economy usually provides no basis of prior 
development from which innovations can proceed. Thus, in a country 
composed of self-sufficient agricultural communities, it is not a 
question of improving an existing national communications system 
but rather of creating one. Again, the growth of trade and industry 
leads to the appearance of large centres of population in a country 
hitherto without urban development, and these require public utilities 
of various kinds. It might be expected that in such countries the 
proportion of total investment directed into this sector of the economy 
would be exceptionally high, especially as many of the agricultural and 
industrial undertakings established by foreign enterprise are likely to 
have a comparatively low capital-intensity because of the relative 
cheapness of labour. 

1 cf. W. A. Lewis, The Theory of Economic Growth , p. 210, where an estimate of 
60 per cent is given. 
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In South East Asia the proportion has certainly been high. That it 
has been exceptionally high when compared with advanced countries 
is doubtful, for the range of investment has been narrow, and the 
amount applied to social welfare (housing, hospitals and schools) rela¬ 
tively slight. Without doubt the proportion has been far smaller than 
is likely to be considered desirable under any plan for development 
proposed by a democratic, nationalist government intent upon promot¬ 
ing social welfare as well as economic growth. This is not to depreciate 
the magnitude of the task achieved by the colonial regimes, for if it had 
not been for the incursion of Western entrepreneurs and Western 
administration into the region, it is improbable that any considerable 
quantity of overhead capital would have been created at all. And if the 
investment had been less highly concentrated in capital instruments that 
served the needs of the new Western industries, economic development 
as a whole might have been far slower. Whether this would have been 
an advantage to the countries is a political question beyond the scope 
of this inquiry. 

Brief references have already been made to the introduction of new 
forms of transport and communications, irrigation systems, power 
supplies and port installations, and wc shall here limit ourselves to an 
examination of certain examples of Western enterprise in this field. As 
in other sectors of their economies, Indonesia and Malaya display 
contrasts in policy and experience, especially in connection with the 
role of the State in fostering growth. However, these contrasts are less 
striking than in mining and agriculture. 

L Railways 

During the period of the cultuurstelsel the government of the N.E.I. 
was unwilling to allow private enterprise in railway construction, and 
as it was not itself prepared to supply capital, railway development had 
to await the advent of the liberal era. By the sixties the government 
had so far changed its policy as to be ready to grant concessions for 
two projects. The first, in 1862, was for a line from Semarang to the 
Princely States, and the second, in 1864, for a line from Batavia to 
Buitenzorg. But the work of construction proceeded slowly, and it was 
not until 1873 that the two lines were completed. Private enterprise 
was shy of further ventures. The government, therefore, decided to 
intervene. In 1875 it began to build the first State railway, from 
Surabaya to Malang, and during the last quarter of the nineteenth 
century undertook several other projects. 1 In 1884 the East Java lines 
were linked with those of Central Java, and by 1903 a trunk system 
covered the whole island. If private enterprise had shown little interest 
in undertaking the construction of the main lines, it became active in 

1 Furnivall, op. cit. t p. 204; and N.E.I. Div. of Commerce, op. cit. t p. 369. 
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building secondary lines (or tramways). The first of these was opened 
in 1883, and by 1930 there were over 2,500 kilometres of tramways, 
mainly in Central and Eastern Java and in Madura. In addition, 
numerous other light railways were built by the forestry service, sugar 
factories and the plantation companies to serve their own local needs. 
By 1930 the sugar factories alone owned 6,500 kilometres of lines. 1 At 
the time of the outbreak of the Pacific war about three-fifths of the 
total railway mileage (excluding the private tramways) was in public 
ownership. 

In Java the railways had been built for economic reasons. The 
motive for railway building in Sumatra at first was strategic. In 1874 
the government, which was then trying to pacify Achin in the extreme 
north of the island, started to construct a light railway in that region. 
Later building, however, was intended to promote economic develop¬ 
ment. In 1887 a government railway was constructed to link the 
Ombilin coal-mines with Padang, and subsequently a line was built in 
South Sumatra. In the chief estate region of the east coast the initiative 
was taken by private enterprise. The first line, completed in 1886, ran 
from Belawan to Medan and was built by the Deli Spoorweg Mij., 
which had been formed on the initiative of the great Deli tobacco 
company. In later years there were many extensions in Sumatra; but 
apart from a short line in Celebes and a few light railways that served 
forestry and other large-scale undertakings, there was no railway 
construction in the rest of the Outer Provinces. 

The railway system suffered considerable damage during the war, and 
it has not yet been wholly restored. Soon after the transference of 
power, the Republican Government announced its intention of national¬ 
ising the railways in private ownership, but this policy has still to be 
implemented. Meanwhile the operation of all privately owned lines in 
Java has been taken over by the State. The annual payments which it 
has made to the companies as compensation have been insufficient to 
cover their financial charges. The Deli Spoorweg Mij. has continued to 
operate its line in Sumatra. 

In Malaya, while private interests had a small share in early railway 
construction, the development, ownership and operation of the system 
have long been in the hands of the government. The first undertakings 
were short lines designed to serve the tin-mines of the west coast. Thus, 
in 1885, a line built by the Perak Government was opened to link 
Taiping with Port Weld. It was soon followed by another line between 
Kuala Lumpur and Klang in Selangor, and then in 1891 a railway was 
built with private capital between Seremban and Port Dickson in Negri 
Sembilan. 2 These concerns were amalgamated in 1901 to form the 
Federated Malay States Railways, afterwards known as the Malayan 

1 N.E.I. Div. of Commerce, op. cit., p. 369. s Wright and Reid, op. cit., p. 240. 
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Railway Administration. A period of rapid growth then began. By 
1903 a line from Prai to Seremban was completed and was later extended 
to Johore Bahru in the southern tip of the Peninsula. 1 Meanwhile a 
railway line had been built by the Straits Government across Singapore 
Island and in 1913 this was acquired by Malayan Railways. During the 
next ten years the system was extended to the Thai frontier, and the 
Singapore and Malayan lines were linked by a causeway between 
the island and the mainland. The final stage in the construction of 
the trunk-line system was reached in 1931 with the opening of a line 
through Kelantan to the east coast. By then the country was served by 
a highly efficient railway system. During the Second World War the 
railways suffered extensive damage, and it was not until the end of 1954 
that the formidable task of reconstruction had been completed. During 
the present century Malaya also created a road system that was unique 
in the Far East. Trunk roads were maintained by the Federal Govern¬ 
ment and the others by the State governments. 

2. Air Services 

Whereas in both countries government was largely responsible for 
the construction and operation of the railway system, private enterprise 
took the lead in air transport. In Indonesia the initiative came from 
a few large Dutch concerns, namely the K.P.M., the Deli Mij. and the 
N.H.M. 2 In 1928 their efforts led to the foundation of the K.N.I.L.M., 
which received a subsidy from the N.E.I. Government in return for a 
substantial share of the profits. The new company instituted a network 
of services between the main centres of population. It was linked with 
the international air routes through the K.L.M. with which it was 
closely associated by shareholdings and common directors. 

After the war the line’s operations were soon restored, but with the 
coming of Indonesian independence the Dutch companies were obliged 
to surrender control to a concern jointly owned and managed by the 
government and the K.L.M. This was the Garuda Indonesian Airways, 
which came into being in December 1949 on the transference of 
sovereignty. Major decisions of policy were reserved for the govern¬ 
ment. The K.L.M. was given responsibility for day-to-day management 
and for the training of Indonesians who, it was proposed, should 
ultimately replace the original foreign staff of executives, air crews and 
technicians. 

The arrangement soon provoked criticism from the Indonesians on 
the ground that it was hurtful to national pride and interests for control 
over a service of this kind to be shared with foreigners. In 1954, by 

1 International Bank Mission, The Economic Development of Malaya , p. 393. 

2 de Boer and Westermann, op. cit ., p. 194; Deli Mij., 1869-1929 Gedenkschrift , 
pp. 18-19. 
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a new agreement, the government acquired the whole of the equity and 
the K.L.M. was left merely with a participation in the loan capital. 
The Dutch company agreed to provide technical assistance until 1960; 
after that year the whole of the staff was to be Indonesian. In recent 
years the line has done much not merely to stimulate trade but also, 
like the K.P.M. in earlier days, to facilitate the administration of the 
widely dispersed territories. 

In Malaya the pioneers in civil aviation were not the government, nor 
even the old-established concerns, but an enterprising new-comer, a 
firm of motor agents, Wearne Brothers. Their first aircraft suffered the 
unusual fate of being eaten by ants. There were many subsequent 
difficulties, but Wearne Brothers persisted in their efforts and in 1937 
they started the first internal air service in Malaya between Singapore, 
Kuala Lumpur and Penang. The enterprise was unprofitable and no 
financial assistance was afforded by the government. On the outbreak 
of the Second World War the services were taken over by the R.A.F. 1 
Meanwhile Singapore had started on its career as a great international 
airport. 

After the war the service in Malaya had to be started anew. Malayan 
Airways Limited was formed with capital subscribed by the Straits 
Steamship Company (the chief shareholder), the Blue Funnel Line, and 
B.O.A.C. Mansfield and Company, the managing agents of the Straits 
Steamship Company, acted in the same capacity for Malayan Airways. 
The Emergency increased the need for rapid internal communication, 
and led the government to establish the Federation Air Service which 
called at places off the normal air routes. In 1954 the management was 
assumed by the Malayan Railway Administration. As in Indonesia, 
the creation of air services promoted new commercial developments, 
especially in the remoter parts of the country. 

3. Electricity Supply 

The electricity and gas supply industries of Indonesia provide typical 
examples of undertakings operated jointly by the public authorities and 
private enterprise. Before the war the three chief electricity supply 
companies were the Algemene Nederlands-Indische Electriciteit Mij. 
(A.N.I.E.M.), the Gemeenschappelijke Electriciteitbedrijf Bandoeng 
en Omstreken (G.E.B.E.O.) and the Overzecse Gas- en Electriciteit- 
Mij. (O.G.E.M.). These companies supplied different parts of Java. 
The ownership of A.N.I.E.M. was private. G.A.B.E.O. on the other 
hand was capitalised jointly by the local and central governments and 
by a firm of managing agents which was also responsible for the 
management of A.N.I.E.M. O.G.E.M. was founded in 1863 to supply 

1 Sunday Times (Singapore), 27 January 1952; and F.M.S. Department of Posts 
and Telegraphs, Annual Report , 1937, p. 6. 
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gas to Batavia and later also to Surabaya; in 1905 it began to generate 
and distribute electricity. In the early part of the century all these 
companies generated power by diesel or steam plants. Then in the late 
1920s they turned their attention to water power. A.N.I.E.M. joined 
with the government to provide capital for a hydro-electric station in 
East Java. In Central Java it established a plant of its own, while the 
government was left to develop the water resources of West Java. 
Apart from these concerns, several municipalities built power plants 
and some private undertakings generated electricity primarily for their 
own use. The plants operated by the Banka tin-mines were among the 
largest in the country. 

Despite these developments the output of electric power in the N.E.I. 
immediately before the war was extremely low when judged even by 
Asian standards. In 1936 the amount of power sold by the supply 
companies amounted to only 254 million kwh., 1 equal to 1 per cent of 
the output of Japan. This was a corollary of the lack of industrial 
development in Indonesia and of the small extent to which mechanical 
power was used in agriculture. All electricity and gas undertakings 
were nationalised in 1953. Ambitious plans have been made to increase 
power supplies, notably by harnessing the ample water power of 
Sumatra. The problem of financing these plans has not yet been solved. 

Malaya, with a population only a tenth of that of Indonesia, produced 
in 1936 substantially more electric power. Both public authorities and 
private concerns were responsible for the development of electricity 
generation. In Singapore power was first generated by the Singapore 
Electric Tramway Company in the early years of the present century. 
In 1926 the municipality built its own power station, and this was 
supplemented by another plant in 1952. Units generated rose from 
48 million kwh. in 1938 to 276 kwh. in 1953. 2 In the Federation some 
of the tin-mining concerns began, after the introduction of dredges, to 
produce electric power for their own use, and part of this they sold to 
others. Power stations were also built and operated by a few muni¬ 
cipalities (notably Penang) and private power companies. 

By far the largest private concern engaged in this industry is now the 
Perak Hydro-electric Power Company. This company, part of whose 
capital is owned by the Federal Government, obtained a concession in 
1926. By 1930 it had constructed the great Chenderoh Dam on the 
Perak River, and during the pre-war decade it also established several 
thermal plants. The dam suffered little damage during the war, and the 
company’s capacity has been greatly expanded in recent years. Most 
of its power is supplied to the tin industry. 

In 1949 the government set up a Central Electricity Board, a public 

1 League of Nations, Statistical Yearbook 1937/38, p. 130. 

2 U.N.E.C.A.F.E., Economic Survey 1954 , p. 203. 
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corporation concerned with the operation of the power stations owned 
by the government and with the general supervision of the industry. 
With the help of the Colonial Development Corporation it became 
active in organising expansion. Several new large generation stations 
are now under construction. In 1953 total production in the Federation 
amounted to 780 million kwh., 1 and the country’s per capita production 
was then exceeded in East Asia only by Japan, Hong Kong and Singa¬ 
pore. Its position as an electric power producer is to be explained 
mainly by the heavy demands of tin-mining, which is responsible for 
about two-thirds of the total consumption. 

4. Ports and Harbours 

The coasts of the Indonesian islands are lavishly supplied with creeks 
and bays which have long provided safe berths for small craft as well as 
a mise en scene for romantic novelists. With the arrival of ocean-going 
ships in these waters, it was necessary to create modern harbours and 
their ancillary works. The construction and management of these 
harbours were shared between the N.E.I. Government and the chief 
shipping companies. The former, while retaining a general supervision 
over the ports, granted long leases of frontage to the steamship com¬ 
panies which were required to supply, either singly or in co-operation, 
the warehouses and equipment. In some ports the government built 
the wharves, but in others even that work was left to the lessees. Since 
many of the ports lacked piers and quays adequate for large ships, 
lighters were necessary for handling the cargoes. Most of these were 
owned by the K.P.M. Shipping companies co-operated in the provision 
of stevedoring, coal-bunkering and ferry services and at Tanjong Priok 
and Belawan, the K.P.M., Nederland and Rotterdam Lloyd lines joined 
in projects for building villages for the harbour coolies. 2 Thus, private 
enterprise played an important part in the provision of harbour 
facilities. 

In Malaya, on the other hand, the public authorities were mainly 
responsible both for construction and operation. In the early days of 
the Colony shipping activities were centred on the mouth of the 
Singapore river. Then, soon after the middle of the century, a number 
of shipowners, including the P. and O., built wharves to the south, at 
Tanjong Pagar. The expansion of the traffic and the increase in the 
size of the ships rendered these facilities inadequate, and in 1869 
(the date of the opening of the Suez Canal) several European mer¬ 
chants and a few Chinese co-operated in establishing the Tanjong 
Pagar Dock Company, the first public company in the Colony. In the 
course of time the company bought up the smaller docks and wharves, 
and by 1900 it had a virtual monopoly. The continued growth in the 
1 ibid., p. 203. 2 de Boer and Westermann, op. cit. t pp. 405-6. 
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traffic, however, required an extension of the facilities which the 
company was not ready to finance. In 1905 the government of the 
Straits Settlements, already a shareholder, bought all the company’s 
assets, and a dock board was formed to administer the property. In 
1913 this authority became the Singapore Harbour Board with numer¬ 
ous activities, including the management of the dockyard. It was 
described in 1951 as ‘the most important single industrial enterprise in 
the colony’. 1 The port authority not merely provided the harbour 
works, the roads and much ancillary equipment, but from its formation 
it was also the employer of all the dock labour. Until 1947 it engaged 
the workers under arrangements with Chinese labour contractors; 
thereafter all the labour was in its direct employment. 2 

The public authorities also took the lead in providing harbour 
facilities in other ports. At Penang the government built and operated 
deep-water wharves on the island, while Malayan Railways was respon¬ 
sible for the harbour at Prai on the opposite mainland. Port Swetten- 
ham was built by Malayan Railways as a deep-water port chiefly in 
order to lessen the dependence of Malaya on the Straits Settlements. 
It succeeded in diverting some rubber and copra from its great rivals, 
but it never approached them in size and importance. 

The port installations in South East Asia were severely damaged 
during the Second World War. By the early fifties these had been 
restored in Malaya, but the Indonesian ports, which were neglected 
during the disturbances that followed the war, have not regained their 
former standard of excellence. Some of them, for example, Telok Bajur 
(formerly Emmahaven), the port of Padang, have continued to 
deteriorate, and the efficiency of port labour in Indonesia has fallen 
to an even greater extent than elsewhere in the world. 

The Dutch authorities chose Surabaya as the main naval base in the 
Indies, and the dockyard built there ranked with those of Singapore 
and Hong Kong as the only yards in the region equipped to deal with 
ocean-going vessels. The government employed a private concern, the 
Droogdock Mij. Surabaia with headquarters in the Netherlands, to 
manage the installations, a common practice in regard to government 
properties in the N.E.I. Besides managing the government docks, the 
company itself owned smaller docks at Surabaya. The change of 
government has left the company still in charge, and in 1952 it employed 
over 2,000 regular Asian workers and a small European staff of 
managers and foremen. The dockyards are engaged mainly in over¬ 
haul and repair, but they also build small vessels as well as floating 
dredges for the tin-mines. The K.P.M. owns a small dockyard at 
Tanjong Priok which repairs ships used in the inter-island trade. 

1 B.O.T., Overseas Economic Surveys: Malaya , 2951, p. 55. 
a D. F. Allen, Report on the Major Ports of Malaya , pp. 6-7. 
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COMMERCE 

7. The Rise of Western Commerce 

since the time when Europeans were first lured to the East Indies by 
the opportunities for profitable trade in spices— 

‘Close sailing from Bengola, or the Isles 
Of Ternate and Tidore whence merchants bring 
Their spicy drugs’—- 

the trans-ocean commerce of the region has remained predominantly 
in their hands and has comprised one of their chief fields of economic 
activity. It would be beyond the scope of this book to provide a 
detailed commercial history. An outline of the growth of trade, how¬ 
ever, has been given in Chapter I, and the types of firms responsible 
for its conduct at different periods have been described in Chapter II. 
We shall now deal mainly with the trading methods and the commercial 
relations that have existed in recent times, and we shall direct our 
attention especially to the changes brought about by the Second World 
War. The trade that concerns us is not merely trans-ocean trade 
between East Indian ports and Europe and America. Our study 
requires also a treatment of the intra-regional trade with which the 
former has been closely linked through the entrepot of Singapore. 

Some statistical indications of the growth of the ocean-going trade 
of this region are given in Appendices TV and V. On the eve of the 
Second World War (1938) the total foreign trade of Malaya was valued 
at £134 million, and that of the N.E.I. at £133 million. The sum of these 
figures, however, exaggerates the trade of the region as a whole with 
the outside world, because much of the entrepot business of Singapore 
was with the N.E.I. In 1938 about 14 per cent of the N.E.I.’s trade was 
with Singapore, and the total external trade of the region may therefore 
be put at about £230 million. 1 This was equal to about three-quarters 
of the value of the foreign trade of Japan Proper in the same year. A 
decade earlier the difference was much smaller. As the Japanese popula¬ 
tion in the inter-war period was about the same size as that of the 
Malaysian Archipelago, the value of the per capita trade was not very 
different in order of magnitude. International trade was almost as 
1 This, of course, includes the entrepot trade of Singapore with countries other 
than the N.E.I. (In 1929, when Japan’s share of world trade was 2-88 per cent, the 
region’s external trade was 2*76 per cent.) 
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important to the life of this region as to that of the most highly developed 
country of Asia. 

Trade permitted local specialisation in the production of industrial 
raw materials for an export market provided by the manufacturing 
countries of the West. The converse of this specialisation in production 
was that Malaya and the N.E.I. as a whole called for large imports of 
textiles and other manufactured goods, while many parts of the region 
came to depend also upon imported food, chiefly rice. Trade, and the 
agricultural and mining developments that went with it, made the 
region an integral part of the world economy. 

In the first half of the nineteenth century the organisation of ocean¬ 
going commerce in the Straits Settlements was sharply contrasted with 
that in the N.E.I. In the former, trade was left entirely to private 
enterprise intent upon exploiting to the full the advantage of the duty¬ 
free port of Singapore. In the N.E.I. most of the export was conducted 
under the ‘consignment system’ by which the produce grown for the 
government was delivered to the N.H.M. and shipped to Amsterdam 
for auction. Much of the output of such private agricultural under¬ 
takings as then existed was also disposed of through the N.H.M., whose 
superior financial resources enabled it to make advances to planters so 
as to secure their business. In the period from 1837 to 1850 more than 
nine-tenths of the exports by weight went through the N.H.M. and in 
the period from 1851 to 1863 well over four-fifths. This virtual mono¬ 
poly discouraged Dutch private enterprise at a time when British 
merchants in the Straits were unhindered in the prosecution of their 
business and had built up a great entrepot trade with most of the 
countries of South and East Asia. Consequently, when the liberal era 
arrived and the N.H.M. lost its privileged position, the British, who 
had previously opened offices in Java for the direct purchase of produce, 
were ready to seize their new opportunities. For a time much of the 
foreign trade of the N.E.I. passed into their hands. By the last decade 
of the century, however, the Dutch merchants were again in the ascen¬ 
dant in their colonial trade, while in the Straits Settlements continental 
Europeans, especially the Germans, had obtained some part of the 
business hitherto the province of the British. 

In the new century leadership in Western commerce in the N.E.I. was 
with the group of large integrated firms mentioned in Chapter II. These, 
in addition to widespread interests in agriculture, industry, shipping and 
insurance, handled a high proportion of the exports and imports. In 
Malaya they found their counterparts in the merchant- and estate- 
agency firms which, besides exporting the produce of the estates they 
managed, imported supplies both for the estates and for the general 
market. Yet these integrated firms were by no means the only Western 
operators. In the field of‘technical imports’, which increased considerably 
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in volume between the wars, a number of large specialist trading 
concerns made their appearance, notably United Engineers Limited and 
William Jacks Limited of Malaya, and Lindeteves N.V. of the N.E.I. 
There were, in addition, several small firms of specialists and also a few 
small general merchants. 1 Until the World Depression several of these 
held a strong position in the trades of the Great East. Their strength 
lay in their capacity to cater for the specialised requirements of parti¬ 
cular localities, but they lacked the resources to sustain themselves 
during long periods of depression and in the thirties many of them were 
absorbed by the larger concerns. 

2. Western and Asian Merchants in the Import Trade 

In the decade before the Second World War the position of the 
European merchant in the import trade was threatened from two sides, 
from the Japanese and from local Asians. After the fall of the yen in 
1932, a wide range of cheap Japanese goods was brought within the 
reach of large numbers of Asian consumers. At first these goods were 
imported by European and Asian merchants in South East Asia, who 
opened offices, or appointed agents, in Japan. This system persisted to 
a large extent in Malaya. In the N.E.I., however, the Japanese firms 
after a time set up their own importing and distributing organisation. 
They brought in their own staff—even to the level of shop assistants— 
and in some classes of commodities every stage in the distributive 
process from the original shipment to retail distribution was brought 
under Japanese control. 

To counter this challenge in a period of depressed trade the govern¬ 
ments of both Malaya and the N.E.I. imposed restrictions that 
discriminated against Japanese enterprise and goods, and these, to¬ 
gether with the controls introduced under the various commodity 
restriction schemes of the period, led to a transformation in the condi¬ 
tions under which South East Asian trade was carried on. In 1936 the 
government of the N.E.I. subjected the import trade from Japan to 
control by licence. Restrictions were placed on Japanese shipping, and 
at the same time Japanese competition via Singapore was limited by 
various measures designed to encourage direct trade between N.E.I. 
ports and foreign countries. In Malaya and the Straits Settlements the 
trade restrictions of the period were derived from the new policy of 
Imperial Preference (1932) and from the Textile Quotas introduced 

1 A small merchant firm, W. H. Hill and Co., which owed its growth and survival 
to the specialist knowledge and technical skill of its proprietor, was founded in 
Surabaya just before the First World War. In the 1950s the founder’s son, a qualified 
consulting engineer, was managing the firm. His business consisted of the import 
of British machinery on a sole agency basis and the provision of engineering service 
and advice to estates and factories. In 1952 the firm employed eleven Asian 
mechanics and one Chinese supervisor. 
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into the British colonies in 1934 to safeguard Lancashire’s export 
trade. 

These measures marked a dividing line of great significance in the 
history of Western enterprise, especially in that of the Straits Settle¬ 
ments. In abandoning economic liberalism the Dutch were, in part, 
returning to a policy which they had rejected more than half a century 
earlier, but for the British colony this step meant the abandonment of 
a tradition to which it had been faithful from its earliest days. Singapore 
owed its position as one of the world’s greatest entrepots to the applica¬ 
tion of liberal commercial principles by neighbouring countries and to 
its own status as a duty-free port. Now it was threatened not only by 
the autarkical policies of its neighbours but also by the British home 
government’s frantic search for shelter from the economic storm. The 
local mercantile community was fully alive to this ominous breach with 
the past, and they strongly resisted the application of the duties and the 
quotas. They argued that it was not only their own business which was 
menaced by these restrictions, but also the well-being of Asian con¬ 
sumers who were to be deprived of access to cheap goods for the 
benefit of Western manufacturing industries. ‘It is difficult’, reported 
the Straits Settlements Trade Commission of 1933-4, ‘for merchants in 
Singapore to sympathise with the fashionable tenets of economic 
nationalism. Our windows are open to the seven seas.’ It was pointed 
out that in 1933 only 14 per cent of the total trade of Malaya was with 
the United Kingdom and only 15 per cent with other British territories. 1 
The United States was by far its largest market. Yet in spite of its 
objections, the Colony had to submit to some measure of restriction. 2 
The Western entrepreneur for the first time was thrown on the defen¬ 
sive. He had been brought to a point at which he was obliged to 
qualify his claim to being the chief active principle in economic develop¬ 
ment. The Colonial Powers could hardly complain in later years if the 
successor States that fell heir to their possessions followed their disas¬ 
trous example. Thus, competition from Japan, both in its direct effects 
and in the reactions it provoked, dealt a heavy blow at Western com¬ 
mercial enterprise. 

The challenge to European mercantile predominance on the part of 
local Asians developed more gradually. Throughout the nineteenth 
century, Chinese merchants resident in the Straits handled much of the 
business with China and nearby countries, and their attempts to trade 
direct with Europe can be traced back many years. For instance, in 

1 1933-4 Commission, Report , vol. i, p. 52. Nearly nine-tenths of the trade of 
Malaya was conducted by the Straits Settlements. 

2 The protests of the Singapore merchants had some effect inasmuch as the 
restrictions imposed on the trade of the entrepot were far less onerous and wide¬ 
spread than those imposed on the trade of the rest of Malaya; cf. Stahl, op. cit ., p. 97. 
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1883 two Straits Chinese visited Birmingham and Glasgow in the hope 
of opening up trade in British manufactured goods, 1 and soon after the 
turn of the century several Chinese merchants in the Straits and on the 
east coast of Sumatra were importing direct from Europe. For some 
time their operations were circumscribed, but after the First World War 
the amount of this direct import became considerable. By then the local 
Chinese had not only acquired knowledge of the technique of trade and 
of Western sources of supply, but they were also able to command 
adequate capital resources. A few large merchant firms appeared, 
including some which had previously been engaged only in the internal 
or intra-regional trade. In 1931 the great Chinese concern, Kian Gwan, 
which had been induced by the depression in sugar to move into new 
lines of business, began direct import dealings with the West. At first 
it handled only consumer goods and fertilisers, but later its range was 
extended. On the whole, the advance of the Chinese in the direct import 
trade was more rapid in Malaya and eastern Sumatra than in Java. In 
Malaya there were even Chinese retailers who bought direct from 
British manufacturers. 2 

Asian competition in the import trade was not confined to Japanese 
and Chinese. Before the First World War there were a few Indian 
merchants in Malaya engaged in importing cotton yarn, gunny bags 
and curry spices and in exporting general agricultural produce. Most 
of this business was with India and many of the firms were associated 
with merchants in that country. During the thirties the scope of their 
trade expanded and Indians became prominent as importers of Japanese 
goods, especially textiles, into Malaya. They also had a small share of 
the N.E.I.’s import. Among other Asians, the Ceylonese played a part 
in a few Singapore trades, especially in the import of jewellery, and in 
the N.E.I. the Arabs had a substantial business. Before the Second 
World War no Indonesian importers of any consequence existed and 
Malay traders seldom engaged in overseas dealings. 

In spite of the growing competition from Asians, at the outbreak of 
the Second World War European importers still handled by far the 
greater part of the import business, both in the N.E.I. and in Malaya. 
After the war their relative position deteriorated, although it is esti¬ 
mated that in the early fifties they were still responsible for over half 
the total trade. The fall in their share would probably have been greater 

1 Song, op . c/7., p. 214. 

2 A case study from Singapore may illustrate a not unusual course of development. 
An immigrant from Amoy arrived in Singapore in 1922 and for some years taught 
in a Chinese school. He then joined the staff of a rubber factory and learned business 
methods as well as the English language. In 1934 he set up a retail shop, staffed by 
himself and his two sons, and soon afterwards began to order a part of his supplies 
direct from British manufacturers. His financial guarantees were provided by the 
Overseas Chinese Bank. 
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than it was if it had not been for the expansion in the import of 
machinery and capital goods, a trade that largely remained in their 
hands. For this type of business, where generous credit terms must 
often be given, the Western firms’ superior technical knowledge and 
larger capital resources gave them advantages over the Chinese with 
their traditional preference for business with quick returns. But the 
Chinese captured much of the trade in consumer goods and an increased 
number of Western manufacturers’ agencies passed into their hands. In 
some cases this came about by the transference of agencies from 
Western to Chinese firms, 1 but most of the gain occurred through the 
appointment of Chinese agents by Western firms previously unrepre¬ 
sented in South East Asia. Some of these new-comers among the 
Western manufacturers preferred to give their agencies to Chinese in 
order to dissociate themselves from the charge of ‘colonialism’; others 
because existing Western merchants already held the agencies of com¬ 
petitors. 2 The Americans were more readily disposed than European 
manufacturers to appoint Asians, largely because there were few 
American merchant firms in those countries. 

Indian merchants also made progress and by the fifties they were in con¬ 
trol of a high proportion of the textile import trade of Malaya. They 
were assisted by the growth of manufacturing industries in their home 
country, for they obtained many of the agencies of Indian manufacturers. 
Their business was by no means confined to textiles, but extended into 
building materials, electrical goods, leather goods, paper and bicycles. 

Participation by Malays in the import trade remained small, but after 
the war they gained at least a foothold. A few Malay importers appeared 
in Penang, and also in the predominantly Malay areas of the east coast 
of the Peninsula. For example, in Kota Bahru, Kelantan, a Malay firm 
which in pre-war days obtained supplies of dyes for the local batik 
industry from importers in Singapore now buys some of its supplies 
direct from Europe. This firm also began to import textiles from Italy 
and Japan. But so far in Malaya it is only the Chinese and the Indians 
who can be regarded as serious rivals of European importers. 

In Indonesia the channels of import were affected by official policy at 
least as much as by the growing competence of Asian merchants, for 

1 For example, in 1949 a Hong Kong Chinese firm set up a branch in Singapore 
to take over the agencies of three British cigarette companies of which the brands 
had previously been marketed through a British house. 

8 Even before the First World War it was not unknown for Asians to hold Western 
manufacturers* agencies, although until recently it was unusual for them to do so. 
An early instance was that of Tan Tang Ho, who reached eastern Sumatra from 
China about 1880. Early in the new century he held typewriter, bicycle, sewing- 
machine and cigar agencies. It is believed that these had been obtained on the 
recommendation of local branches of European banks which had been asked by 
overseas manufacturers to suggest reliable agents. 
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the new government was determined to wrest a large share of the 
country’s international trade from the hitherto pre-eminent Westerners. 
In pursuance of this aim, it conferred privileges on Indonesian firms and 
discriminated against foreigners—Chinese as well as Westerners—in the 
administration of the import and exchange controls. The Bentong firms 
—the Indonesian ‘new-comers’—were given easy credit by the Bank 
Negara and import licences for some classes of goods were confined to 
them. Various official and semi-official organisations were set up to act 
as import agencies to help Indonesian firms to make contacts abroad. 
These attempts met with limited success. Many of the Benteng firms 
were without experience of international trade and a large proportion 
of the money advanced to them by the Bank Negara was lost. In some 
cases, when further bank advances were refused, the firms resorted to 
the Chinese for assistance, with the result that the control of some of 
these businesses passed into the hands of Chinese creditors. Where this 
happened a nominal Indonesian management remained as a fagade to 
secure admission to official privileges. 

This relationship is an uneasy one, for Chinese business superiority, 
no less than that of the Westerners, excites the resentment of Indonesian 
nationalists. Thus, while the advance of the Chinese at the expense of 
Western merchants in South East Asia may be ascribed largely to their 
increasing experience of trade and to their lower costs of doing business 
—the maintenance of an ‘expatriate’ staff of Europeans is expensive— 
the appearance of Indonesian firms has owed nothing to economies in 
administration, and has been detrimental to commercial efficiency. 
Indonesian policy, however, has been little affected by such considera¬ 
tions. In 1954 the Minister of Economic Affairs declared: ‘The Govern¬ 
ment’s prosperity programme requires that all enterprises shall be owned 
or at least managed by Indonesian citizens. Holders of import agencies 
must therefore voluntarily transfer them to national enterprises, so that 
there will be direct contact between foreign manufacturers and national 
enterprises.’ If they refuse, he added, ‘the Government will be forced 
to take the necessary measures’. 1 The intention was that 70 per cent of 
the importing should be done by Indonesian firms, 15 per cent by 
Indonesian citizens of non-Indonesian (e.g. Chinese) origin and the 
remainder left to foreigners, 2 and foreign exchange was allocated on 
this basis. The upshot was that Indonesian importers sold exchange to 
foreign firms, charging a commission of 15-35 per cent for the use of 
their names. In 1955 a deposit of Rp. 5 million was demanded from 
all foreign importers. Only 44 of the 1,000 firms concerned complied, 
the rest thenceforward conducted their imports through the inter¬ 
mediary of Indonesian firms. 

1 India-Rubber Journal\ 6 November 1954, p. 1. 

2 The Times, 2 November 1954. 
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3. The Technique of the Import and Wholesale Trades 

The methods employed by importers in the conduct of their business 
have altered from time to time with changes in marketing conditions. 
During the greater part of the nineteenth century the European 
merchants bought the goods outright and sold to local distributors 
from their stocks. This practice still continues, but with the spread of 
rapid communications an increased proportion of the business has 
taken the form of importing against indents. Trading methods have 
also varied according to the type of goods in demand. Some goods are 
‘open line’ goods; others are sold by foreign manufacturers only through 
their local agents. This practice has become more common with the 
rise in the importance of proprietary goods. In Malaya it has been 
customary for a manufacturer to appoint sole agents for this type of 
trade, whereas in Indonesia, with its vast area and diverse conditions, 
different agents for the several regions or islands have usually been 
engaged. For ‘technical goods’ manufacturers have sometimes sent out 
their own men to assist the merchants to introduce and market their 
products. This method is expensive. In the early fifties it cost 3,000 
Malayan dollars a month to keep a technical expert in Singapore, a cost 
that is justified only when the business is large or in process of becoming 
so. An alternative method has been for the home manufacturer to send 
staff on periodical tours of inspection with the object of arousing interest 
in new products. For example, a manufacturer of electrical equipment 
sent a senior official to Malaya to lecture to doctors on X-ray technique 
and procedure. 

Until the outbreak of the Second World War the wholesale distribu¬ 
tion of imported goods was shared between the different races. In 
Malaya most of it was from early times in the hands of Chinese firms. 
Some of these were substantial businesses, but until recently most were 
small and were heavily dependent on the Western import merchants for 
credit. Thus, although the direct participation of Westerners was 
limited to a few sectors of the wholesale trade. Western finance 
penetrated deeply into the commercial life of the country. Since the 
war the growth in the resources of the Chinese commercial community 
has reduced this dependence upon Western finance. 

In Indonesia European wholesale firms played a much more promi¬ 
nent part than in Malaya. This was partly because the greater size of 
the Indonesian economy offered opportunities for large-scale operators. 
But an equally important reason was the different position occupied by 
the Dutch in the life of the local community. The British in Malaya were 
all ‘expatriates’. Many of the Dutch, who included the Eurasians, 
regarded Indonesia as their home, and they could be recruited at lower 
salaries than those needed to attract Englishmen. The expense of 
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running a European wholesale house was consequently much lower in 
Indonesia than in Malaya. Yet, even in Indonesia, there were some 
branches of commerce from which European wholesale concerns were 
excluded by reason of their high operating cost. The distributive trade 
that centred on Macassar was a case in point. There the practice was 
for Chinese wholesalers to buy from European importers with local 
offices. The Chinese wholesalers in turn consigned the goods to small 
merchants of their own race who travelled round the vast area of which 
Macassar is the commercial centre. These dealers hired space on the 
ships that sailed from Macassar and set up stalls at each port of call. 
Before the war Indonesians played as little part in the wholesale 
business as they did in importing, except in certain regions of Sumatra 
and Borneo. Since the war the government has encouraged Indonesians 
to enter this branch of business and has appointed native firms as agents 
for the purpose of rice distribution. So far, however, the pre-war 
channels of wholesale dealing have not been much disturbed. 

During the last few decades, in South East Asia as in other markets, 
Western manufacturing firms have taken an increased part in organising 
the sale of their goods. We have already noted that it has become 
common for suppliers to send their own experts to work with their 
agents. Some have even established local sales organisations and distri¬ 
butive networks under their own control. On the whole, however, 
these methods have been less commonly employed in South East Asia 
than in pre-Communist China. This may be attributed chiefly to the 
existence in Malaya and Indonesia of long-established firms of local 
merchants and wholesalers in whom the manufacturers have confidence. 
Thus, in Indonesia, Unilever has departed from its usual practice of 
selling direct to wholesalers and retailers, and it has worked for the 
most part through agents—large firms who act as ‘super-wholesalers’. 
Similarly, B.A.T. has distributed its cigarettes in the Outer Provinces 
through four European and a few large Chinese ‘super-wholesalers’. 
Nevertheless, several Western manufacturing firms have interested 
themselves in the internal distribution of their products, and some 
have even set up their own retail establishments. 

The chemical firms have been especially active in the systematic 
organisation of sales direct to the consumer, and they have been 
influential in bringing improved methods to the notice of agriculturalists 
and industrialists. During the inter-war period I.G. Farben attached 
experts to the Dutch houses in the N.E.I. that held their agencies, and 
these gave instruction in the use of synthetic dyes to the batikeries. On 
the outbreak of the Second World War, I.C.I. gave its agency to 
Jacobson van den Berg and contributed technical staff from home. 
After the war I.C.I. (Export) Limited opened its own office in Djakarta 
and other cities, andit competed with the German chemical manufacturers 
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over a wide range of goods. These goods were normally sold 
through Chinese dealers. I.C.I. also helped to create a market for 
plastics by supplying samples and furnishing technical help to local 
factories. Its branch offices have maintained close contacts with 
research stations and estates. 

In Malaya the British chemical industry, like most others, was 
originally represented by agents. Then, in 1930, I.C.I. (Malaya) 
Limited was formed and from then on this firm exercised a direct and 
powerful influence on agricultural development. In association with 
the Department of Agriculture and the Rubber Research Institute it 
undertook pioneer work in the application of fertilisers to rubber-trees, 
and it began its practice of sending trained European or Asian agricul¬ 
tural experts to advise the rubber estates. After the war it established 
close relations with many groups of Asian farmers, rubber smallholders, 
market gardeners and peasant rice-growers. In Kelantan it worked 
with the Rural Industries Development Association in popularising the 
use of artificial fertilisers in paddy-fields. 

Several manufacturers of consumer goods established their own retail 
outlets. Even before the war Bata, the shoe manufacturers, had an 
elaborate distributive organisation, both in Malaya and the N.E.I., for 
handling supplies from their European factories. Since the war a high 
proportion of their goods, now made in local factories, have been 
disposed of through their own shops. Office equipment and sewing- 
machine manufacturers also have set up their own local retail outlets 
through which provision is made for servicing the equipment. Retailing 
by Europeans has not been confined to firms with an integrated organi¬ 
sation. A few large British departmental stores have existed in Malaya 
for several decades, and in the N.E.l. Dutch-owned shops have long 
been numerous. But the bulk of the retail trade in both countries has 
always been in Chinese hands, and the Dutch retailers have shared the 
fate of most small European businesses in being included among the 
chief victims of the war-time and post-war troubles. 

4. The Organisation of the Export Trade 

It was in the organisation and conduct of the export trade that the 
most intricate systems of commercial relationships were built up, and 
these require treatment in some detail. In the first place, a broad 
distinction in marketing arrangements may be drawn between estate 
produce and that grown by Asian smallholders. For both classes 
methods have changed in the course of time, and for Asian-grown 
produce the changes have been profound, especially during the post¬ 
war period. It is with the latter that we shall here be particularly 
concerned. 

Generally, the collection and the initial processing of Asian-grown 
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produce from early times have been in the hands of the Chinese, while 
the export has been conducted by Europeans. This simple generali¬ 
sation, however, is subject to many qualifications and does not reveal 
the elaborate articulation of dealers, sub-dealers, commission agents, 
brokers and exporters who have participated in the lengthy chain of 
transactions. In the sale of particular commodities the functions of the 
several parties have varied widely from one period to another, not least 
the respective functions of the several types of Chinese dealers and the 
European export houses. 

During the latter part of the nineteenth century when the export trade 
from many regions of South East Asia was centred on Singapore, much 
of the native-grown produce was collected by super-cargoes ( chinchews ) 
who travelled on the ships that visited the outports. These super¬ 
cargoes bought produce for cash from local Chinese who had acquired 
it from the native growers, and then sold it to export houses at Singa¬ 
pore. There is a description of this system as it existed in 1885. In that 
year ‘the harbour was pretty well filled with a fleet of small steamships’, 
Chinese owned, which varied in size from large launches to steamers of 
a thousand tons and over. ‘The person who was over everything was 
the chinchew. It was no unusual sight to see him leaving one of the 
banks followed by a coolie or two, each bearing on his shoulder a bag 
of bullion, Mexican dollars or guilders. . . . These steamers searched 
into all holes and corners, bought produce and paid for it in cash.’ 1 
When the ships returned to Singapore with their cargoes, these were 
usually disposed of to the Western exporters through brokers. This 
system survived into the twentieth century in some areas. Super¬ 
cargoes for a long time were to be found on the K.P.M. ships that were 
based on Singapore. Even in the thirties, trade with the east coast of 
Malaya was conducted in this way. 2 In general, however, the system 
disappeared with the rise of local Chinese dealers who had adequate 
market experience and financial resources, while many of the small 
Chinese steamship concerns were absorbed by large European 
companies. 

In some up-country areas, where no substantial Chinese dealers made 
their appearance, European firms often set up branches to organise the 
collection of produce from the natives. This was the case with the de 
Molukse Handelsvereniging in respect of its trade with Halmahera. 
For many years Bousteads had branches for buying rubber and copra 
from smallholders in Kelantan and Trengannu. In general, however, 
European exporters relied upon the Chinese dealers to collect the 
produce and to transmit it to them for overseas shipment. European 
and Chinese enterprise was thus interdependent. 

1 1933-4 Commission, Report , vol. n, p. 99. 

2 ibid., vol. I, pp. 41, 97. 
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A description in some detail of the actual marketing process will 
throw light on the diversity and complication of the business. Through¬ 
out the region for which Singapore has long been the entrepot, especially 
for Borneo, the Riouw Islands and parts of Sumatra, the recent practice 
has been for the local Chinese dealers to consign produce to commission 
shops in Singapore through which it has been sold to dealers—also 
Chinese—in that port. In principle, the shipment was at the risk of the 
consignor, who remained the legal owner until the sale had been com¬ 
pleted, although many of the commission agents in practice bore some 
of the risk because of their advances to the local dealers. In some 
cases the local dealer might have personal or financial links with 
Singapore dealers; he was then likely to dispense with the services of 
a commission shop. Up to the First World War it was the practice for 
the dealer in Singapore to sell the produce to European merchants, 
who sorted, graded and bulked it before dispatching it abroad. Since 
that time these preparatory functions have been assumed, generally 
though not universally, by the Chinese dealers or, in the case of rubber, 
by specialist ‘f.o.b. packers’ employed to pack and deliver the goods on 
board. The Trade Commission of 1933-4 reported that the practice by 
which the dealers sold goods of guaranteed weight and quality on an 
f.o.b. basis, without the bales entering the exporter’s godowns, had 
become common for estate rubber (where quality could be relied on), 
and had been extended to copra and pepper. 1 By the late forties this 
practice had spread to other commodities. 

This change in business procedure was clearly indicative of the 
improved standing of Chinese dealers. Their participation in financing 
of trade likewise increased. In the past the Western merchant had 
usually been required to furnish credit to his Chinese supplier. The 
goods were often placed ‘on trust’ in the merchant’s godown before 
sale, and the merchant advanced the dealer about 80 per cent of the 
market price on the understanding that the dealer would sell to him at 
the prevailing price within a given period (usually two months). 2 This 
method has largely been replaced by cash sales to the merchant in the 
Singapore trade, and even in trade conducted from Indonesian ports 
the same tendency is to be observed. There are parts of Indonesia where 
the local Asian dealers still rely on European merchants for finance, but 
in general this dependence has become less usual. 

Some of the former functions of the export merchant have been 
assumed not by Asian dealers but by purchasers in the countries to 
which the exports are sent. Whereas the European export merchant at 
one time normally bought produce on his own account and consigned 
it home for sale, during the last twenty-five years there has been a 

1 1933-4 Commission, Report , vol. I, p. 41 

2 ibid., vol. i, p. 41, and vol. rv, p. 135. 
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pronounced tendency, in some commodity trades, for him to buy only 
against orders. To an increasing extent, therefore, the market risks 
once borne by the European exporter have been shifted partly to the 
dealers from whom he buys and partly to the customer in Western 
countries. Nevertheless, his responsibilities still remain essential to the 
conduct of the trade. Apart from financing the shipments while they 
are at sea, a function in which he is assisted by advances from the 
exchange banks, he provides an expert knowledge of sources of supply 
that his distant customers cannot hope to rival. It is this acquaintance 
with the credit-worthiness of local dealers that permits him to buy 
f.o.b., often without inspection of the goods. With the appearance of 
well-known and well-trusted Asian commercial houses, and with im¬ 
proved devices for disseminating trade information, even this function 
has become less important than in the past, and since the Second World 
War many Chinese firms, both in Malaya and Indonesia, have increased 
their share of the direct export trade as they have of the direct import 
business. Others who formerly disposed of their goods to European 
exporters have found an alternative channel of sale in the local represen¬ 
tatives of foreign manufacturing concerns. 1 Several of the Chinese 
firms, which were pioneers in the business of direct export after the 
First World War, had passed, by the late forties, to the sons of their 
founders, some of them trained in Western countries. The Chinese 
business community—in Singapore especially—has thus become highly 
skilled in international trading and well acquainted with the markets 
of the outside world. 

Asian participation in the export trade has not been confined to the 
Chinese. Indian merchants have long had a share in the export of 
Malayan produce to India, and in recent times they have built up a large 
business with the Middle Eastern and East African markets. On the 
other hand, the Indonesians have made far less headway in the export 
trade than in the import trade. Officially conferred privilege has 
helped them to gain a foothold in the latter business, but it has been 
powerless to open foreign markets to them. Malays have had an 
insignificant share of exporting. 

In the main, then, it has been the improvement in the trading capacity 
of the Chinese that has been responsible for the relative decline of the 
European houses. Other forces have also been at work, notably the 
change in political conditions since the war. In some parts of Indonesia 

1 An example of the elimination of European export merchants through the 
establishment of direct dealings between Chinese dealers and the local representa¬ 
tives of foreign importers (manufacturers) is provided by a Chinese rubber-mill in 
Kelantan. Before the war this firm sold its output to a local branch of a British 
merchant house. In the post-war period it shipped the rubber to Singapore for direct 
sale to Goodyear Orient. 
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the collapse of civil order after 1945 induced European merchants to 
close many of their trading posts and to confine their business to the 
chief ports. Before the war European staffs of trading firms were to be 
found in the Bandjermasin hinterland, but these were withdrawn. Many 
other examples could be given. It is true that this trend is by no means 
universal. Before the war Europeans normally obtained the produce of 
South Celebes by buying it at Macassar from the Chinese dealers who 
had collected it. When these dealers themselves started to export direct, 
the Western firms responded by sending their staffs to buy at the 
outports. But these are exceptional cases. 

The European export houses might have suffered even more severely 
in competition with their Asian rivals if it were not for the support 
derived from activities other than merchanting. Many of them have 
held shipping and insurance agencies and, at times, the commissions 
earned from these services have accorded them a strategic advantage in 
bargaining for export business. In particular, during periods of boom 
when shipping space is scarce, a merchant who holds a shipping agency 
may be able to ensure priority for his cargoes. Above all, in the export 
of estate produce, the integrated character of the Western merchanting 
business has conferred an overwhelming advantage, for the merchant- 
agency firm in Malaya, or its counterpart in Indonesia, has naturally 
handled the bulk of the produce of its own estates. For some of these 
houses the output of their own estates has recently formed by far the 
major part of their exports, and it follows that as long as Western 
estates make up a substantial part of South East Asian agriculture, the 
Western merchant is likely to retain a prominent position in the export 
trade. 

5. The Export of Rubber, Copra and Pineapples 

This generalised account of organisation and recent tendencies in the 
export trade may be illuminated by an examination, in outline, of the 
trading methods employed in handling three export commodities which 
are today of major importance in South East Asian commerce: namely, 
rubber, copra and pineapples. For rubber, we have merely to supple¬ 
ment the information given in Chapter VI; for the others, a rather more 
detailed discussion is required. 

Rubber is of particular interest not merely because it is the largest 
item on the export list but also because it is supplied in broadly similar 
proportions by estates and smallholders. The methods of handling it, 
therefore, afford a good illustration of the variety of commercial 
practices employed in the region. The marketing of estate rubber is 
a fairly straightforward process, since the bulk of it is disposed of by 
the estate companies themselves or by their managing agents. Some of 
the rubber is marketed at Singapore or Djakarta, where it may be 
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bought either by foreign buyers representative of manufacturing 
concerns, or by Western export houses. Much of it, however, is sold 
forward in the Western countries where it is consumed. The normal 
practice is for the London produce departments of the merchant-agency 
houses to sell the produce of their Malayan or Sumatran estates on the 
instruction of the boards of their associated estate companies. On the 
other hand, most of the rubber produced by the smallholders passes 
through a succession of Chinese traders, who provide the various 
preparatory services required. It is then sold at Singapore, where the 
re-milling industry is centred (or more recently in the case of Borneo 
or Sumatran rubber, at Indonesian ports), to export merchants or to the 
representatives of Western manufacturing concerns. In some cases the 
smallholders’ rubber is bought by estate companies, processed and 
ultimately sold by them; this occurs especially when the estate com¬ 
panies have re-milling capacity in excess of the needs of their own 
plantations. 

The market at Singapore, as it developed during the first thirty years 
of the present century, was described in the Trade Commission’s Report 
of 1933-4. It comprises both dealers and brokers. In the thirties the 
dealers consisted of three European firms that specialised on rubber 
trading, the rubber departments of various European merchant houses, 
a few Japanese firms, several Chinese companies whose main interest 
lay in the re-milling industry, and finally the buying representatives of 
the rubber manufacturers, three American and one French. 1 The 
brokerage side of the market from the beginning has comprised both 
European and Chinese firms; in 1952 there were five European and 
three Chinese. The market is subject to the supervision of the Singapore 
Chamber of Commerce Rubber Association to which all brokers, by 
government regulation, must belong. This highly organised market is 
one of the chief produce markets in the East, and serves not only Malaya 
but the other producing countries of South East Asia. 

The war disrupted the intricate commercial organisation for handling 
smallholders’ rubber, but this was soon restored. In the N.E.I. the 
government helped in the recovery. In 1946 it set up the Rubberfonds, 
an organisation which for two years had a monopoly of the export of 
smallholders’ rubber from parts of Borneo and Sumatra. It opened 
local markets to which the natives could sell their rubber at an official 
price; it provided transport, and it built or took over re-milling factories. 
After a few years these factories were sold, most of them to Chinese 
concerns. Some passed into the hands of an Indonesian associate of 
Lee Kong Chian, the Singapore rubber magnate, who did a profitable 
business in the collection and export of smallholders’ rubber during the 
boom of 1950-2. The rise of Lee is symptomatic of the recent growth 
1 1933-4 Commission, Report, vol. iv. p. 136. 
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of Chinese interests in the trade, both in Indonesia and Malaya. This 
growth, though in continuance of a secular trend, is much affected by 
the periodical changes in the respective importance of estate and small¬ 
holders’ rubber. Thus, during the Korean war when the smallholders’ 
share rose steeply, the ratio of Chinese-handled exports to the total also 
became much greater than previously. It was estimated that in 1952 
Chinese exporters were responsible for rather more than half the rubber 
exports (in weight) from Singapore; but with the subsequent decline in 
the proportion of smallholders’ rubber, the Chinese share diminished. 
European firms still retain pre-eminence in the sale of high-grade rubber. 
This is particularly true of latex, which is mainly an estate product and, 
as it is produced to a large extent by the local subsidiaries of rubber 
manufacturers for use by the parent companies, does not reach the 
market in large quantities. 

The position of Chinese dealers in Singapore, no less than that of 
Europeans, has been menaced by the Indonesian policy of encouraging 
direct trade between the Sumatran ports and the outside world. In 1954 
the Indonesian Government prohibited the export from eastern Sumatra 
to Singapore and Malaya of a number of agricultural products, includ¬ 
ing high-grade and slab rubber which, up to that time, had been sent to 
the entrepot for re-milling and export. These regulations were subse¬ 
quently modified, but the threat remains. 

In contrast to rubber, copra is produced almost entirely by native 
agriculture. From the standpoint of the present study, therefore, the 
interest of the copra trade lies in the system of commercial relations 
established between the peasants on the one hand and the Chinese and 
Western merchants on the other. Copra has long been the staple 
product of the Great East of Indonesia and, immediately before the 
Second World War, copra exports accounted for 80 per cent by volume 
and 60 per cent by value of the total exports of that region. The export 
trade is of recent origin, but long before Europeans came to the East 
Indies the coco-nut was the chief source of livelihood. From it the 
natives obtained besides food and drink, timber for building, leaves for 
roofing, fibres for matting and ropes, fuel for cooking, and oil for 
lighting, culinary and medicinal purposes. During the seventeenth 
century an inter-island trade in copra came into existence, but its extent 
was limited by the liability of the cargo to deteriorate. The appearance 
of an export trade of considerable size had to wait on technical progress 
in the West. Towards the end of the nineteenth century chemical dis¬ 
coveries, for which German scientists were largely responsible, enabled 
the oil to be refined and deodorised. The great expansion of the export 
trade, however, was the result of the rise in the demand for fats during 
the early years of the present century. By the First World War a major 
export industry had been created. 
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The collection ol copra from native growers is undertaken by 
Chinese, and to a lesser extent by Arab dealers. At one time the djalan 
ronds , who travelled from island to island, handled a considerable part 
of the business. At Macassar they sold the goods they had collected to 
exporters. 1 Among these were the great Chinese concern, Kian Gwan, 
and the Aarhus Oil Mills, 2 a Danish company with a purchasing office 
in Macassar. A considerable part of the supply was sent to Chinese- 
owned mills in Singapore and Penang. There the oil was expressed and 
then exported either by Chinese or European concerns. 

The demand for copra rose steeply during the twenties, but collapsed 
along with the demand for other vegetable oils during the World 
Depression. This had a very damaging effect on the peoples of eastern 
Indonesia, whose economic life had been transformed by the growth 
of the export trade. A specialised cash economy had replaced the former 
subsistence economy, and consumers came to depend on imports 
not only for textiles but for food. Before the growth of copra exports, 
the natives fed themselves on the coco-nut, on locally grown sago, 
and on rice imported from the Celebes and elsewhere. As the export 
developed they were able to raise their dietetic standard and rice became 
their staple food. This product was no longer obtainable from the 
Celebes, where the land and labour had been diverted to copra, and 
was imported from Burma, Siam and Indo-China. When the proceeds 
of the copra export fell during the depression, the local people had to 
contract their purchases of textiles and rice and to revert to their former 
self-sufficiency. They showed remarkable resilience in changing their 
mode of life, but the government was constrained to seek for means to 
mitigate the effects of these fluctuations on local incomes. 

There seemed to be ample economic justification for introducing 
some form of centralised control over supply, since the consumers (the 
soap manufacturers) were large concerns with great bargaining power. 
Yet, since copra, though forming a high proportion of eastern Indo¬ 
nesian exports, made up only 3 per cent of the world’s annual oil and 
fats supply, the N.E.I. was powerless to introduce a stabilisation scheme. 
Consequently, no effective measures were introduced until 1940 when 
the shortage of shipping led to a steep decline in exports and threatened 
the producers with ruin. The N.E.I. Government then established the 
Coprafonds, with a monopoly of the export from the Great East, and 
this monopoly was revived after the war. 

The Coprafonds established buying offices at the chief centres of 
supply. It bought for cash and at one price over the whole region. 
Most of its suppliers were middlemen, but the provision that growers 

1 de Boer and Westermann, op. c/7., pp. 229-31. 

a This concern also chartered ships to collect copra from small ports, ibid., 
p. 257. 
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could sell direct to it, even in small quantities, kept the dealers’ margins 
low. The principle applied by the Fonds in its operations was that of 
buying below world prices when the market was strong and of using the 
funds thus accumulated to subsidise producers when demand slackened. 
A discussion of the economic justification or the expediency of such a 
scheme is beyond the scope of this book. The significance of the Fonds, 
in the context of this study, is that it greatly contracted the field for 
private trade in a major export commodity. 1 

Since 1950 Indonesian commercial regulations have had similar 
consequences. In particular, they have resulted in a heavy fall in the 
entrepot trade with Singapore and Penang to the detriment of firms 
formerly engaged in milling copra in those ports. The trade in Malayan 
copra on the other hand has not been seriously affected by the changes 
of recent years. The smallholders have continued, as in earlier times, 
to sell their copra to Chinese dealers, or in exceptional cases, as in 
North-east Malaya, direct to Western merchants. The Chinese dealers 
in turn sell for export in a dry state to European or Chinese exporters. 
During the last twenty-five years an increasing proportion of the copra 
has been milled to provide coco-nut oil for export. Just before the 
Second World War large bulk storage tanks were built at Penang for 
this trade. The mills are owned by Chinese, who either export the oil 
themselves or sell it to European exporters. In this trade, therefore, the 
Chinese predominate except in the final stage of export, which they 
share with Europeans. 

Finally, the canned pineapple trade of Malaya may be given as an 
example of European commercial enterprise in an industry which on 
the productive side has always been mainly in Chinese hands. Like 
many of the now familiar agricultural products of South East Asia, 
pineapples were first introduced into the area by Europeans. In the 
sixteenth century the Spanish and Portuguese brought the fruit from 
South America to Malaya, and its cultivation by the native population 
was soon widely extended. For many years the main commercial use 
of the pineapple was as a source of fibre made from the leaves. This 
was used by the natives for making fishing lines, sewing thread and 
textiles. The modern export industry dates only from the last decade 
of the nineteenth century. It is believed that the pioneer was a French 
sailor in Singapore who produced canned pineapples for sale to visiting 
ships. 2 But the development of the trade must be attributed to the 

1 While the Coprafonds in principle covers the whole of Indonesia, it has operated 
in fact only in those areas which are specialised to copra production. In western 
Sumatra copra has been exported freely, although its prices have been maintained 
within the limits set by the control. 

8 Control Board of Pineapple Packers, Malaya, The Story of the Malayan Pine¬ 
apple Industry . 
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Chinese. Most of the original firms, in the early years of the present 
century, were very small and their apparatus primitive. The cans were 
made by manual methods and the quality of the products was highly 
variable. Many of the canners, being men of small resources, derived 
their working capital from the European export merchants. It was 
stated in the Report of the Pineapple Conference of 1930-1: ‘Packers 
frequently depend on obtaining advances from merchants on deliveries 
of packed pineapples ... to meet their obligations to the growers for 
the delivery of fruit and to pay for the operations of their factories.’ 1 

The industry was highly speculative. Competition among the canners 
was keen and price fluctuations were violent and frequent. Yet the 
secular trend of output and exports was steadily upwards. Between 
1904 (when figures were first available) and 1929 exports rose from 
450,000 cans to 1,800,000 cans. The World Depression had inconsider¬ 
able effects on the volume of exports, and even the fall in prices, which 
amounted to about one-third between 1929 and 1933, was moderate 
compared with that of most other Malayan products. Exports rose 
substantially in the later thirties and in 1939 amounted to 2,700,000 
cans. 2 Until the thirties most of the pineapples were grown as catch 
crops between rows of young rubber-trees and were uprooted once the 
latter had reached maturity. The cultivators—nearly all Chinese—were 
either smallholders or contract- and share-workers on plantations owned 
by the canneries. During the thirties the methods of cultivation began 
to change. The ban on the alienation of land for rubber reduced the 
immature acreage available for inter-planting, while it encouraged the 
cultivation of other crops. A good deal of land was, therefore, planted 
with pineapples as a sole crop. 

Among the canners themselves there was a tendency after the First 
World War towards the consolidation of interests, and European firms 
began to take a share from the industry. By 1931 a British firm, which 
had bought factories from the Chinese, produced 30 per cent of the 
total Malayan output and a single Chinese firm 40 per cent. 3 During 
the thirties this process of concentration seems to have persisted and 
non-Chinese interests increased their share. These changes were accom¬ 
panied by an extension of the canners’ control over the agricultural side 
of the industry, although, even in 1939, by far the larger part of the 
supply still came from the smallholders. 

During this decade the industry was first subjected to government 
intervention with the object of raising the quality of the product. In 
1934 the Pineapple Industry Ordinance was enacted which required the 
registration of pineapple canneries, and regulations designed to improve 

1 Report , p. 11. 

2 Information kindly supplied by the Adviser, Malayan Pineapple Industry. 

3 Pineapple Conference, Report , p. 11. 
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their sanitary conditions were issued. This Ordinance was followed by 
the establishment in 1938 of an association among the packers which 
introduced limitations on output and raised prices by agreement. Yet, 
by the outbreak of the war, little progress had been made in the 
modernisation of the industry’s technique, and a high proportion of the 
pineapples was still produced as catch crops. 

The war had a devastating effect on the industry. In 1945 only one 
factory was in working order. The main planted area in Johore and 
Selangor had been covered by weeds and jungle, and out of a pre-war 
area of 60,000 acres only 3,000 remained in cultivation. The govern¬ 
ment took immediate steps to promote rehabilitation. A plan was 
drawn up by an expert committee, and accepted by the government, for 
replanting and for creating a cannery industry with up-to-date equip¬ 
ment. Under this scheme the issue of a cannery licence and the grant 
of a government loan for reconstruction depended upon canneries 
taking up for pineapple cultivation a minimum area of 1,500 acres. 
At the same time regulations were issued to control methods of produc¬ 
tion within the canneries. 1 In Johore, the main centre, the inter¬ 
planting of pineapples with other crops was forbidden. This central 
direction led to the emergence of a modern well-equipped canning 
industry and a rapid recovery in cultivation, although even in 1954 the 
output had not regained its pre-war size. By that time large estates 
owned by canneries provided at least half the fruit and their proportion 
was rising rapidly. Although the government also attempted to help 
the smallholders, it would seem that this industry, both on its agricul¬ 
tural and on its industrial sides, has become, for the most part, a field 
for large undertakings. 

It is significant that an industry which, on its agricultural side, grew 
up as a smallholders’ industry, and on its manufacturing side, as an 
activity of small manufacturers, has now passed to a considerable extent 
into the hands of large integrated canning firms who obtain a substan¬ 
tial part of their supplies from their own plantations. This change, in 
its initial stages, was accompanied by an increase in the European 
participation in the manufacturing side of the industry; but, by the 
1950s, the industry had returned to the Chinese. The collection of 
the smallholders’ crop for delivery to the canners remained as it 
began, exclusively in Chinese hands. Before the war most of the 
exports went through British merchants, but by the early fifties Chinese 
merchants and canning firms had gained a share that amounted to about 
two-fifths of the total. This accords with the general trend in South 
East Asian trade, for the relative improvement in the position of the 
Chinese exporters has occurred to a considerable extent as a result of 
their successes in the newer trades. 

1 Information from Adviser, Malayan Pineapple Industry. 
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6. The Singapore Entrepot 

The changes that have taken place from time to time in trading 
methods have intimately affected the great port which lies at the 
centre of the region’s economic life. Certain effects have already been 
indicated, and some further reflections upon them may serve as a fitting 
and necessary conclusion of our discussion of Western enterprise in 
South East Asian commerce. As we have already seen, one of the 
outstanding developments of the nineteenth century was the rise of 
Singapore as an entrepot. Its prosperity fully justified the expectations 
of Raffles in founding a free port. While its merchants benefited from 
the expansion of the general economic activities of the region, they 
made their own impressive contribution to that progress. Elsewhere 
we have described how they brought in cargoes of textiles and other 
manufactured goods from Western countries, and in later times from 
India and the Far East, broke bulk at Singapore and then re-exported 
them to the Malay States, the N.E.I. and other countries in southern 
and eastern Asia. 

This business of import and distribution was interlocked with the 
collection and export of the regional produce. The goods brought to 
Singapore by local traders from every part of the vast region were 
graded and prepared for export and finally shipped to distant markets. 
The financial resources as well as the commercial expertise of the 
merchants and bankers were profitably placed at the service, directly 
or through intermediaries, of immense numbers of producers and 
traders widely scattered over the Archipelago. Singapore owed its 
pre-eminence primarily to its geographical situation and to a govern¬ 
ment that provided security and unfettered freedom of trade. These 
attracted enterprise and capital not only from the West but also from 
China and India. Kipling hardly exaggerated the importance of 
Singapore when he celebrated its magnificent role in his ‘Song of the 
Cities’: 

\ . . East and West must seek my aid 
Ere the spent hull may dare the ports afar. 

The second doorway of the wide world’s trade 
Is mine to loose or bar.’ 

Long before the end of the nineteenth century Singapore’s immeasur¬ 
able superiority in the entrepot trade was challenged from several 
directions. The first challenge came with the growth in the importance 
of Hong Kong as a distributive centre for East Asia, for this reduced 
Singapore’s share of the trade between the West and the China ports. 
Later the establishment of direct shipping services between Indo-China 
and France and between Siam and European ports had the same effect. 
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In the last decade of the century the Dutch, jealous of the great 
entrepot’s predominance, began to foster their own local shipping lines 
so that ultimately it was possible to by-pass Singapore in the carrying 
trade of the Great East. The construction of new ocean harbours in 
South East Asia had similar results. The creation of Port Swettenham 
in 1911 diverted produce from Singapore. In 1918 the port of Macassar 
was equipped to deal adequately with ocean-going ships, with the result 
that many of the trades previously centred in Singapore were lost, at 
any rate in part. In 1921 Belawan became an ocean port with a conse¬ 
quent reduction in Singapore’s share of the entrepot trade between 
Sumatra and the outside world. 

Government intervention in commercial dealings inevitably damaged 
a centre that owed many of its attractions to freedom from official 
regulation. The Malayan Rice Control, introduced in a period of food 
shortage just after the First World War, led to the diversion of the 
entrepot trade in Burmese, Indo-Chinese and Siamese rice from both 
Singapore and Penang. Previously, the N.E.I. merchants had obtained 
most of their rice via Singapore for distribution in the food-deficiency 
areas, but the Rice Control made it expedient for them to obtain it direct 
from the exporting countries. With the rice trade went also many other 
lines of business, for shipping routes were affected by the alteration in 
channels of supply. For instance, the K.P.M. discontinued its weekly 
services between Singapore and the Celebes. Yet the Rice Control was 
a mild precursor of what was to come. When in the thirties Singapore 
was caught up in the shrouds of Imperial Preference, Textile Quotas, 
commodity restriction schemes, and the various controls imposed by 
the N.E.I. Government, conditions for continued progress in the 
entrepot trade became decidedly unfavourable. 

It was fortunate that just when the old foundations were being 
disturbed, developments within Malaya itself were bringing fresh oppor¬ 
tunities to the Singapore merchants. The vast expansion during the 
present century of the Malayan agricultural and mining industries, 
especially rubber and tin, meant that Singapore was called upon to 
handle huge quantities of exports, while the rise in the national income 
brought an increased demand in Malaya for manufactured imports. 
These more than compensated for the diminution of the entrepot 
business, at least until the World Depression of the thirties struck at 
all types of international trade. By that time Singapore, despite its 
rising importance as a distributing centre for South East Asian mineral 
oil, was to be regarded less as an entrepot for the whole of the Malaysian 
Archipelago than as a port for handling Malayan produce. 

The importance of these different sectors of Singapore’s trade on the 
eve of the Second World War may be illustrated by reference to foreign- 
trade statistics. Although these apply to Malaya as a whole, they may 
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be taken as representative of Singapore. Of the import trade in 1937 
rather less than one-third consisted of foodstuffs for Malayan consump¬ 
tion, rather more than one-third raw materials (mainly rubber, tin and 
copra) for re-export, and the rest manufactured goods (including 
mineral oil, the largest item) for local consumption and re-export. Of 
the three chief exports, rubber and tin accounted for three-fifths of the 
total and mineral oil for about one-eighth. The extent to which the 
export trade of the Malayan port had become dependent upon the 
products of its hinterland is shown by the fact that nearly three- 
quarters of the rubber and nearly two-thirds of the tin represented 
domestic exports. 1 Of the total entrepot trade of Malaya, it is estimated 
that four-fifths now goes through Singapore and nearly all the rest 
through Penang. 2 

Since the Second World War these tendencies have been strengthened. 
The export of Malayan products has increased while the entrepot trade 
has proved very vulnerable to post-war economic policy. The exchange 
and trade regulations introduced by Indonesia and the bilateral trade 
agreements, which have by-passed Singapore, have been especially 
deleterious. Although these restrictions are to a large extent the out¬ 
come of Indonesia’s present economic difficulties, they are congruent 
with the avowed policy of the government. In 1954 the Minister of 
Economic Affairs declared that his government’s intention was to 
dispense as far as possible with Singapore as an entrepot and trading 
centre for Indonesia's exports, and some additional measures in pur¬ 
suance of that aim have already been promulgated. Singapore still 
remains an important entrepot, but its future progress is likely to depend 
on its functions in the conduct of the foreign trade of Malaya itself and 
on its new-found position as an industrial centre. The era which Raffles 
saw in long perspective is drawing to its close. 

1 Stahl, op. c/f., pp. 87-8. 

2 F. Benham, The National Income of Malaya , p. 200. 
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MANUFACTURING INDUSTRIES 

westerners in South East Asia found their most profitable fields of 
enterprise in commerce and in the extractive industries where the abun¬ 
dant natural and human resources could readily be organised into new 
combinations. But a major development in any hitherto backward area 
must proceed on a wide front. It has been shown that the growth of the 
extractive industries called for heavy investment in plants for preparing 
natural products for export (e.g., sugar factories and tin smelters) and 
in public utilities (e.g., railways, power stations, irrigation works, ports 
and harbours). These plants and installations depended in turn on the 
presence of manufacturing establishments concerned with producing, 
repairing and servicing the equipment used in them, and until very 
recently the secondary industries, whether controlled by Westerners or 
Chinese, were largely composed of undertakings of this character. This 
applies equally to Indonesia and Malaya. Yet although both countries 
relied upon imports from the West for a high proportion of the manu¬ 
factured goods they consumed, the degree of dependence differed. In 
Indonesia considerable quantities of consumption goods in everday use 
were produced by peasant families in their spare time or in small work¬ 
shops, run by Indonesians or Chinese, without assistance from power- 
driven machinery. In Malaya, on the other hand, cottage industries 
never occupied a prominent place in the economy, largely because in 
that sparsely peopled land there existed, throughout the modern era, 
ample opportunities for remunerative work in the primary industries. 

In the N.E.I. about the turn of the century a few factories were set 
up by Europeans in the hope of displacing manufactures hitherto im¬ 
ported, such as cement, matches, soap, paper and beer. Most of these 
failed to prosper. 1 By the time of the First World War the only large 
manufacturing plant in really successful operation was a cement 
factory built at Padang in 1912. Even this concern was an offshoot 
of the extractive industries, for it was sited so as to use the local 
deposits of limestone, shale and clay as well as coal from the Ombilin 
mines. 

The First World War, by disturbing the channels of imports, gave 
fresh opportunities for local producers of industrial goods, and the 
government showed its traditional readiness to intervene for the promo¬ 
tion of new enterprise. A Commission for Factory Industry, appointed 

1 A. M. de Neumann, ‘Progress of Industry and the Development Plans in 
Indonesia*, in Economics ami Finance in Imionesia , April 1954, p. 249. 
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by the Governor-General in 1915, addressed itself to the prospects of 
industrial development and its reports contained some detailed pro¬ 
posals. 1 As a consequence, a few factories, including a paper-mill, 
established with government help, and a railway-carriage works, were 
built; but the immediate results were meagre. Indeed, the chief outcome 
of this increased interest in manufacturing was the creation of an 
Industrial and Commercial Section of the Department of Agriculture 
and the foundation in 1919 of the official Textile Institute at Bandung. 
The latter became a centre for technical education and for the provision 
of advisory services. It was followed by the establishment of a ceramics 
laboratory. Both these institutions inherited the technical personnel 
originally brought in to staff factories that failed. 2 Meanwhile numerous 
small manufacturing firms had appeared to fill the gap left by the decline 
in imports. Most of them were Chinese-owned; but some were founded 
by residents of Western race. In this, as in other branches of economic 
activity in the N.E.I., Europeans were inclined to enter into small-scale 
enterprise far more readily than they did in other countries of South 
East Asia. 

Much of the war-time growth failed to survive the return of Western 
manufacturers to the world markets, and in the post-war slump many 
of the new firms were wound up. This experience discouraged invest¬ 
ment in manufacturing industry and during the 1920s progress was 
slow. Nevertheless a few new enterprises were started. In 1922 a Dutch 
trading firm at Padang opened the first Western-style weaving shed in 
the country, and in 1925 the machine production of cigarettes in large 
quantities began with the establishment of the B.A.T.’s factory at 
Cheribon. A few years later the same firm started production at 
Surabaya. Another important branch of manufacture was introduced 
in 1927 when the General Motors Corporation built an assembly plant 
at Tanjong Priok. Among several smaller undertakings launched dur¬ 
ing this decade was a cotton-wool factory established by a German 
firm in 1926; this later passed under the control of Jacobson van den 
Berg. 

In spite of these pioneer ventures, industrialisation was of little 
account until the thirties. Then a significant growth began. The collapse 
in the prices of primary products during the World Depression provided 
a strong inducement for the diversion of resources from the export 
industries to manufacture for the home market. The government inter¬ 
vened vigorously in order to stimulate this movement. Some of its 
efforts were directed to the encouragement of traditional native crafts. 
They took the form of promoting central finishing establishments where 
the products of the villagers could be prepared for market, the provision 
of credit for small industrial concerns, and the employment of itinerant 
1 ibid., pp. 249-50. 2 Sitsen, op. cit ., p. 60. 
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teachers to give technical instruction to local craftsmen. Other official 
measures were of benefit to Western as well as to native industry. The 
import restrictions introduced during the thirties sheltered local manu¬ 
facturers from outside competition, and there was a considerable exten¬ 
sion of technical education. Numerous trade schools were opened, in 
addition to the existing institutions of higher grade, with the result that 
by the later thirties the supply of skilled mechanics and technicians had 
markedly increased. The government also set up an Organisation for 
Scientific and Industrial Research to inquire into the technical and 
economic problems of industry. Then, shortly before the outbreak of 
the Pacific war, the official credit facilities, already available to smaller 
enterprises, were extended to medium-sized and large firms. 1 Finally, 
the government fostered certain branches of manufacture by entering 
into partnership with private companies. The most notable example of 
a joint venture in the industrial field was the Jantra Cotton Spinning 
Mill, opened in 1941, in which the government’s associate was a leading 
Dutch mill-owner. 

Private enterprise likewise became more active in the field of manu¬ 
factures. Several new textile plants were established in the later 
thirties. For example, in 1937 several Dutch companies (textile firms, 
banks, merchant and shipping houses) set up a weaving shed as a 
co-operative venture at Tegal on the north coast of Java, and two years 
later they added a spinning mill. 2 The large integrated European houses 
took a prominent part in these textile developments. Internatio set up 
a weaving plant at Garut, and on the eve of the Pacific war Borsumy 
was on the point of starting a combined spinning-weaving mill in East 
Java in conjunction with the Calico Printers’ Association. 

Industrial growth was by no means limited to textiles. A number of 
small soap factories had long been in operation, but there was no 
large-scale production of the commodity. Then in 1933 Unilever built 
a great factory at Batavia and its high-quality products soon began to 
displace the imports by which the market had previously been supplied. 
The Bata Shoe Company began importing into the N.E.I. in 1931. In 
1935 they opened a leather shoe factory and in 1939 a rubber shoe 
factory. These were the first highly mechanised shoe manufacturing 
plants in the country. In 1935 the Goodyear Tyre and Rubber Company 
began the manufacture of tyres at Buitenzorg, and National Carbon 
Limited introduced the production of torches and batteries. These are 
a few outstanding examples of enterprises started by large Western 
manufacturers during the middle thirties. After the outbreak of war 
in Europe import difficulties led to the introduction or expansion of 

1 Broek, op. cit ., p. 80; and Sitsen, op. cit., pp. 33 et seq . 

* Broek, op. cit ., p. 83; and J. H. Boeke, The Evolution of the Netherlands Indies 
Economy , p. 120. 
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several branches of industry, including the manufacture of margarine 
and refined oil. Other projects for the manufacture of aluminium, 
caustic soda and radio equipment were frustrated by the Japanese 
invasion. 

The large local European firms took a leading part in the miscel¬ 
laneous industries as well as in textiles. During the thirties a subsidiary 
of Jacobson van den Berg set up a cigarette factory; Borsumy acquired 
interests in the bicycle trade and Internatio in phosphate production. 
Sometimes these firms merely acted as managing agents; in other cases 
they furnished the capital wholly or in part. While they were the actual 
founders of some of these undertakings, they acquired many firms 
originally established by others. Individual pioneers usually depended 
on one or other of them, both for access to markets or sources of raw- 
material supply, and also for loans. From this it was but a step to a 
substantial shareholding and eventually to ownership, for these con¬ 
cerns had large resources, for which they were always seeking profitable 
investment, and a width of experience which a small firm could not 
hope to rival. Thus by the later thirties the large industrial establish¬ 
ments in Indonesia fell into two main categories. Some were branch 
factories of great Western manufacturing concerns that operated 
in many countries (e.g., Bata, General Motors, Unilever); others were 
controlled and in some cases owned by local firms of managing agents, 
such as those already mentioned. 1 Some of the medium-sized factories 
still remained in the hands of the individual manufacturers who had 
founded them, but experience showed that they were very vulnerable 
to changes in economic conditions. 

Industrial development, though not confined to Java, was highly 
concentrated in that island, where there was an ample supply of cheap 
labour. Consequently Java became an exporter of manufactured goods 
to the rest of the Archipelago and, to a lesser extent, to other countries 
of South East Asia. Within Java several cities emerged as important 
industrial centres, notably Surabaya, Batavia and Bandung. There are 
figures to indicate the extent of the development. A survey carried out 
by the government in 1940 showed that the number of factories employ¬ 
ing twenty workers or over and operating independently of estates or 
mines was nearly 5,500 (3,930 in Java and 1,540 in the Outer Provinces). 
These factories then employed 324,000 workers, three times as many as 
in 1935. 2 

Under the Japanese Occupation the country had perforce to become 
almost self-sufficient in manufactures. A multitude of small Chinese 
workshops sprang up to produce consumption goods, and this trend 
persisted during the immediate post-war period. On the whole, during 
the war and the time of grave political disturbances that followed, the 
1 Sitsen, op. cit. t pp. 27-8. 2 ibid., pp. 27, 39-41. 
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plants of the Western manufacturing firms escaped with less damage 
than the estates and the sugar factories, for, being located in towns, they 
could be protected from the pillage to which the isolated agricultural 
properties were exposed. Nevertheless, after the war conditions were 
no more propitious for Western manufacturing than for other types of 
Western enterprise, and few new factories were built with overseas 
capital. Of these some (such as the Philips’ assembly plants at Bandung 
and Surabaya) were erected just after the war in pursuance of projects 
that had been postponed. Others were financed out of profits which 
the firms were unable to transfer abroad. 

Among the conditions which inhibited Western manufacturing enter¬ 
prise, the breakdown of discipline among the workers was outstanding. 
Another was the introduction of welfare regulations which raised costs. 
Hours of work were reduced by decree from the pre-war average of 
about ten a day to seven, and this was not accompanied by any rise in 
output per man-hour. At the same time, the supply of competent 
foremen, the first to suffer from ill-disciplined labour, was reduced by 
the exodus from the country of many of the Eurasians who formerly 
filled intermediate posts in industry. Some of the Western firms, such 
as Unilever and B.A.T., tried to fill the gap by instituting training 
schemes for Indonesians. 

If the large European concerns were confronted with novel and 
perplexing problems in the new era, the small European factories 
encountered insurmountable obstacles. They lacked financial resources 
adequate to meet the demands of reconstruction, especially since their 
requirements of working capital were raised by the necessity of main¬ 
taining large stocks of raw materials and machine parts because of 
delays in transport and in the issue of import licences. The result was 
that the control of many of these firms passed into the hands of the 
banks. Others were sold to Indonesian interests. The Indonesian 
Government tried to foster the enterprise of its nationals, and the Bank 
Negara Industri was lavish with advances to native firms. Although 
these were handicapped by lack of managerial and technical experience, 
their relative importance in the economy tended to increase. Yet few 
of them were substantial businesses, and such large native industrial 
establishments as came into existence were almost all government- 
owned. Elaborate plans have been made for the encouragement of 
small- and medium-scale undertakings, as well as for the development 
of factory industries; but so far the achievements have been modest. It 
seems likely that the resumption of the rapid industrial growth that 
began in the thirties will be delayed until the government is prepared 
to provide conditions that will permit the co-operation of foreign 
enterprise and capital in its plans. 

In Malaya industrial development followed a similar course until 
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very recent times. A few Western firms engaged in engineering work 
subsidiary to the mines, plantations and port services can trace their 
origins to the nineteenth century. From 1881 a predecessor of United 
Engineers Ltd. was engaged on the building of small craft and in ship- 
repair work. In the course of its career United Engineers took up the 
manufacture of tin dredges and rubber machinery and established iron 
and steel foundries, machine shops and boiler shops where this equip¬ 
ment was fabricated. It also engaged in constructional engineering. 
Among the large plants concerned in processing local raw materials, 
the tin smelters established in the early years of the present century 
were, as already shown, massive installations. There are a few other 
examples of large factories in Western ownership set up about this time. 
The Singapore Rubber Works (later Cressonite Industries Ltd.) founded 
a business in 1898 for the extraction of gutta-percha and soon after¬ 
wards took up the manufacture of rubber products at Singapore. Yet 
before 1914 such manufacturing firms were wholly exceptional. 
Although the Chinese built a few spacious and well-equipped factories, 
such as the Ho Ho Biscuit Factory, which was opened in Singapore in 
1898, 1 in general even large Chinese firms preferred to spread their 
interests over a wide variety of industries rather than to concentrate on 
any single branch of large-scale manufacture. For instance, Lim Peng 
Siang, the founder of the Ho Hong enterprises, early in the twentieth 
century started a steamship company, a bank, oil and rice milling firms, 
and a Portland cement works, 2 while Tan Kah Kee built up an agglo¬ 
meration of concerns engaged in the production of sheet rubber, rubber 
goods, sweets, medicines, boots and shoes, biscuits, bricks and soap. 
Each of these magnates employed in the aggregate many thousands of 
people, but none of their establishments could be regarded as belonging 
to large-scale industry. 

As in Indonesia, the hitherto feeble development of manufacturing 
was stimulated by the scarcity of imports during the First World War, 
and in the subsequent decade a few new industries were started or 
became of considerable size. The growth of the pineapple-canning 
industry has already been described. The Chinese took the lead in 
most of these trades, and Western enterprise made comparatively little 
advance. When the Singapore Manufacturers’ Association held an 
exhibition in January 1932, there were still no large factories in the 
Colony with the exception of the United Engineers’ foundry and works 
and a Ford assembly plant. The B.A.T., which in 1930 built a 
factory where at one time 1,200 workers were employed, had been 
obliged to close because of the competition of cheap imports. 8 

The depression in the primary industries and the stagnation of 

1 Song, op. cit., p. 321. 2 ibid., p. 116. 

3 1933-4 Commission, Report , vol. l, p. 146. 
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international trade during the thirties were instrumental, as in Indonesia, 
in fostering industrialisation, and several important undertakings were 
started by Western firms. Among them were the Bata shoe factories 
opened at Klang, Selangor, in 1937 and at Singapore in 1939. The 
labour was trained by foremen brought from the firm’s Indian factories. 
About the same time two large Chinese firms of rubber shoe manu¬ 
facturers also began business at Klang. They had the advantage of 
being able to recruit skilled men already trained by the European 
concern and to model their business methods on those of their great 
rival. This is an example of how Western enterprise provided a channel 
for the diffusion of Western technique and business knowledge among 
Asian firms. 

After the Second World War the pace of industrialisation quickened. 
Established firms grew in size and many new undertakings were 
founded. Some of them owed their origin to the building boom in 
Malaya. In 1953 a large cement factory was established at Rawang in 
Selangor by the Associated Portland Cement Manufacturers Ltd. and 
Malayan Collieries Ltd. Other factories for the production of building 
materials were set up by merchant firms. For example, the Borneo 
Company, which had long possessed large interests in the timber trade, 
sponsored the Singapore Plywood Company. Other firms introduced 
the manufacture of roofing tiles, asbestos roofing, paints and glass. 
Progress was rapid in several new branches of manufacture. Lever 
Brothers were responsible for one of the largest single projects in post¬ 
war Malaya. Their factory at Kuala Lumpur, which was opened in 
1952, was equipped with the latest machinery for the making of soap 
and cooking fats. Firms producing industrial gases, aluminium utensils 
and beer were also founded by European interests. 

' A few of the great Western manufacturing firms concerned themselves 
with providing technical assistance for new branches of industry. In 
this way I.C.I. promoted the manufacture of plastic products, a trade 
mainly in Chinese hands; while Ott and Company opened its Malayan 
Laboratories in 1952 to render technical aid to various branches of 
manufacture. Government has never played so prominent a part in 
the industrial expansion of Malaya as in that of Indonesia. After the 
war, however, the Colonial Development Corporation and the Singa¬ 
pore Improvement Trust laid out industrial estates on Singapore Island. 
The government also made some provision for technical training and 
through the Rural Industries Development Association it tried to foster 
native crafts and cottage industries; but its activities in these fields have 
been far less extensive than those of the former colonial government 
in the N.E.I. 

Although most of the large post-war plants were set up by Europeans, 
Chinese were strongly inclined to invest profits in local manufacturing 
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industry instead of in real estate, or, as before the war, of remitting to 
China. And the profits earned by Chinese traders, especially during 
the rubber boom of 1950-1, were very large. The Chinese not only 
founded numerous substantial factories themselves, but were also heavy 
purchasers of shares in companies under European management. 1 These 
tendencies will doubtless persist, and if they do, the former dichotomy 
between large-scale European enterprise and small- or medium-scale 
Chinese enterprise may disappear. To this result the Westerners them¬ 
selves will have powerfully contributed, since it is through local Euro¬ 
pean firms that the Chinese originally became acquainted with new 
commercial and industrial arts and were given access to the technical 
accomplishments of the great industrial countries. So far, the Malays 
have taken little part in industry either as entrepreneurs or as workers, 
and the factory labour has been recruited almost entirely from Chinese 
and Indians. 

Much of the manufacturing development since the war has taken 
place on Singapore Island, which has many advantages as an industrial 
centre. Apart from its geographical position, Singapore has a hard¬ 
working and intelligent population capable of readily acquiring 
industrial skill. Moreover, for some years it offered greater attractions 
for investors than most other countries in the East because of the security 
afforded by Western rule—a consideration that attracted Asian capital 
no less than European. Nor have the advantages of this location been 
fully offset by the higher level of wages in Singapore compared with 
those in Java or Hong Kong. But the constitutional changes now 
imminent have recently caused a loss of confidence, for Singapore is 
threatened by a social as well as a political upheaval, and it is not 
impossible that power will pass to those for whom private capitalism 
is as repugnant as Western imperial rule. For these reasons some 
Western manufacturing firms have felt obliged to modify their plans for 
expansion and have even contemplated the transference of their business 
elsewhere. It may well be that in the immediate future the Federation 
rather than Singapore will offer the more attractive field for Western 
manufacturing enterprise, since the new Malayan Government, though 
nationalist, is likely to be of a less radical temper in economic and social 
affairs—at any rate, for the time being. 

1 A typical example of medium-scale Chinese enterprise is provided by Malayan 
Textile Mills Ltd. This concern was promoted by a former Finance Minister of 
Nationalist China, who later became an adviser to the Overseas Chinese Banking 
Corporation at Singapore, in association with two Chinese textile magnates from 
Hong Kong. Most of the capital was subscribed in Hong Kong, and additional 
financial help was obtained from the Colonial Development Corporation and a local 
British bank. In 1952 a new mill was built and equipped with Japanese machinery. 
A skeleton staff of technicians and skilled workers was brought from Hong Kong, 
and by 1955 the firm employed about 450 persons, all Asians. 
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ACHIEVEMENTS AND PROSPECTS 

A SUMMARY 
7. The Western Achievement 

the task of summarising and interpreting the findings of this survey 
calls for a detachment not easily achieved in the heated atmosphere in 
which the relations between Westerners and Asians are nowadays dis¬ 
cussed. It may well be that a discriminating selection of significant 
events and an unprejudiced evaluation of the major trends require a far 
longer perspective than the present can command. We therefore 
proceed to our conclusions fully conscious that the verdict of history 
may differ in important respects from that of contemporaries. Yet 
certain facts are not in doubt. The period in which Western enterprise 
was in its most vigorous phase in the East Indies was a period of 
remarkable economic expansion in the two countries covered by our 
survey. In 1815 Java and Madura are believed to have had a population 
of 5 millions engaged mainly in subsistence agriculture and simple 
handicrafts, while in the rest of Indonesia the population was even 
scantier and economic life still more primitive. At that time production 
for a market, as organised by the Dutch authorities, was limited to a 
very few types of produce and was on a small scale. By 1937 the 
population of Indonesia was estimated at 67 millions. While subsis¬ 
tence agriculture remained a dominant economic activity, the country 
had become one of the world’s greatest producers and exporters of 
primary products. 1 Its plantations and smallholdings served the manu¬ 
facturing countries with lavish supplies of rubber, vegetable oils, sugar, 
coffee, tea, tobacco and a wide variety of other goods. Its mines 
produced large quantities of tin and mineral oil. Of some of these 
goods, notably rubber and tin, Indonesia had become one of the 
world’s chief sources of supply. The growth of primary industries and 
of overseas trade had been accompanied by the development of the 
institutions and social overhead capital characteristic of modern com¬ 
mercial communities. The standard of life of the native population was 
still low; but the vastly increased numbers certainly enjoyed a higher 
consumption a head than the tiny population of the early nineteenth 
century. They had access to imported textiles and other products of 
Western factories. The food supply had increased faster than the 

1 See Appendix IX (B) for an indication of the very small proportion of the total 
cultivated area occupied by plantations. 
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population, and its quality had improved, as the change from tapioca 
and other low-priced foods to rice demonstrates. 

In Malaya the transformation had been equally striking. A savage 
and empty land had been peopled. The nineteenth century saw the 
development of tin-mining and the creation of Singapore as one of 
the greatest centres of world trade. The twentieth century brought the 
rubber-growing industry without which the revolution in Western trans¬ 
port would hardly have been conceivable. Henri Fauconnier, who first 
came to Malaya in 1905, wrote twenty years later: 'Between the Malaya 
of my youth and the Malaya of today there is as much difference as 
between Gaul before the Roman conquest and contemporary France.’ 1 
In the early 1950s the population of Malaya enjoyed a higher level of 
income a head than any other country in East Asia. 

For these accomplishments Westerners can take most of the credit, 
for without their economic leadership it is impossible to believe that 
either country would have advanced beyond the primitive material 
circumstances still characteristic of their near neighbours. Among 
the conditions that made these massive achievements possible the 
ordered government and unified administration established by the 
Colonial Powers were of first importance. As their rule was slowly 
extended across the great Archipelago the distressful chaos of earlier 
times gave place to an almost Roman peace; in the words of a French 
observer, Merovingian extravagances to a Victorian calm. 2 In the 
absence of this order and unity imposed by Western imperialism, 
economic development would have been slow and hesitating. 

As a condition of economic growth sound money comes next in 
importance to order, and the colonial governments were successful, for 
the greater part of their rule, in providing this also. The N.E.I. currency 
from the early nineteenth century was linked with the Dutch guilder, 
and from the beginning of the present century the Straits dollar with 
sterling. Those who ventured their capital in the East Indies, for most 
of the colonial period could do so without fear of monetary instability, 
and went about their business in confidence that their profits or their 
savings could be transferred without hindrance. The Java Bank, 
set up by the N.E.I. Government in 1827, discharged the functions 
of a central bank in accordance with European banking principles, and 
after the war its prestige and the traditions which it created preserved 
it as a fortress of financial integrity and good sense in a land of monetary 
confusion. Similarly, the Currency Commissioners who regulated the 
Malayan currency from the early years of the present century have kept 
Malaya aloof from the monetary collapse that has overtaken most other 
Asian countries during the last decade. Sound money was by no means 

1 F. Leger, op. cit., vol. i, p. 174. 

2 ibid., p. 160. 
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the least valuable benefaction of the West to the peoples of South East 
Asia. 

To recognise the outstanding importance of the economic stability 
and the political security conferred by the West is to call attention to 
the few occasions when there was a disastrous failure to discharge the 
essential duties of government. Such occasions were the most serious 
blemishes in the long period of Western rule. The World Depression 
of the thirties, with its catastrophic effects on the incomes of the 
South East Asian peasants, and the Second World War, when Western 
arms proved incapable of shielding the colonial peoples against the 
tribulations of foreign invasion, did much to undermine both the 
colonial regime and the Western enterprise which that regime had 
fostered. 

Ordered government and monetary stability were but the foundations 
of the structure. The Westerners were mainly responsible for creating 
the multiform economic system which has been described in earlier 
chapters—the numerous and diversely organised plantation industries, 
the complex network of trade upon which the native producers depended 
for access to markets, the institutions for scientific research and tech¬ 
nical training, swift communications by sea and land, manufacturing 
and mining industries equipped with modern devices, banking, insur¬ 
ance, harbour installations and a wide range of public utilities. The 
Westerners linked Indonesia and Malaya with the main sources of 
capital and knowledge in the modern world. They furnished skilled 
leadership in business and administration. Even the export crops from 
which the native cultivators derived most of their money income were 
either introduced into the Indies by Western pioneers or, like copra, 
owed their value to technical discoveries made in the West. To declare 
that these lavish contributions to economic development resulted from 
the play of commercial motives and not from a conscious desire to 
foster the welfare of the indigenous inhabitants is not to disparage the 
achievement, although that proposition may serve to show that it 
would be misleading to discuss the problem in terms of gratitude to 
the donors. In this context Alfred Marshall’s words are apposite: 
‘Progress mainly depends on the extent to which the strongest and not 
merely the highest forces of human nature can be utilised for the increase 
of social good.’ 1 

The agencies of Western enterprise were of diverse kinds. In the 
first place, there were the economic departments of the colonial govern¬ 
ments themselves. Before primitive countries can enter upon a process 
of development an apparatus of public utilities and services must be 

1 Quoted, with reference to Great Britain's post-war problems, by Sir Dennis 
Robertson in an article, The Economic Outlook’, in the Economic Journal 
December 1947, p. 424. 
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created. The colonial governments were not neglectful of these respon¬ 
sibilities. Some undertakings they established and administered directly, 
such as the Malayan and many of the Indonesian railways. Others took 
the form of public corporations subject to varying degrees of official 
regulation or supervision; for example, the Singapore Harbour. Certain 
responsibilities were shared between the government and private con¬ 
cerns as where the N.E.I. Government (and the Indonesian Government 
after the war) entrusted the management of State-owned undertakings 
to private persons or firms. The governments also set up organs for 
conducting experimental work related to local products and for render¬ 
ing common services to the several industries. The Botanical Gardens 
at Singapore and Bogor were early examples of institutions that 
ultimately yielded rich harvests. In recent times the State actively 
concerned itself with organised research, the provision of technical assis¬ 
tance and financial aid for smallholders and estates, finance for housing, 
and educational facilities of a general and technical character. One of 
the most estimable acts of government was the creation of a health 
service. It is doubtful whether the development of the Malayan interior 
would have been possible at all if it had not been for the successful 
struggle against malaria in the early years of the present century. 

It has been shown that the activities of the colonial governments 
extended far beyond these essential duties. For a long period the N.E.I. 
Government, or its agents, supplied the deficiencies of reluctant private 
enterprise and assumed the chief responsibility for the administration 
and conduct of foreign trade and of some of the main branches of 
agriculture, such as sugar, coffee and indigo. Energetic and progressive 
governors and civil servants fostered some of the major innovations in 
cultivation and formulated and executed policies of economic develop¬ 
ment. This was true of Malaya as well as of the N.E.I. The foundations 
of Singapore were laid by the great Raffles. In the present century men 
like Swettenham grasped the opportunities of the new plantation 
industries and took the lead in fostering their growth. 

Since the Second World War the economic functions of government 
in South East Asia have been even more widely extended. In Malaya, 
where the new activities have taken the form of measures for the 
promotion of social welfare, the diversification of the economy, and 
the regulation and assistance of private enterprise, the effect has been 
chiefly to carry further the tendencies of the thirties. 1 In Indonesia the 
government has assumed responsibilities for the actual management of 
undertakings hitherto the province of private firms. A number of 
important companies have been nationalised, and the ownership and 
control of a substantial sector of the economy have passed into official 

1 The authorities have also undertaken the distribution of a large part of the rice 
consumed. U.N.E.C.A.F.E., Economic Survey 1954, p. 150. 
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hands. This change is significant but not surprising. The new 
nationalist government has been intent upon weakening the hold of 
foreigners over the economy, but there are few private Indonesian firms 
capable of taking the place formerly occupied by the Europeans. 
Hence, irrespective of its doctrinal sympathies, the government has 
been obliged to step in. As happened in Japan in the early days of 
Meiji, and in China during the 1930s, the absence of adequate native 
entrepreneurial initiative and the shortage of capital have resulted in 
a high concentration of economic power in the State as the only 
alternative to leaving development in the hands of foreigners. 

Yet, for much of the period covered by our survey the governments 
pursued a liberal commercial policy which was generally welcomed by 
private enterprise. In Malaya this policy dates back to the time of the 
establishment of Singapore as a duty-free open port, and in Indonesia 
to the ending of the cultuurstelsel. The commodity restriction schemes 
which began with the Stevenson scheme of the early 1920s made the 
first serious breaches in this policy, and these were enlarged by the 
measures of trade discrimination and protection introduced in the early 
thirties. The abandonment of laisser-passer as it applied to immigrants 
soon followed. Nevertheless, in the formative period of the economy, 
when the major industries were taking shape, men of all races were free 
to settle in South East Asia, to found and operate agricultural and 
trading enterprises without restriction, and to bring their ships into the 
ocean ports without discrimination as to flag. 

They were also free to bring in indentured workers, and until the last 
years of the Dutch regime a high proportion of the plantation workers 
were employed under contracts subject to penal sanctions. This was the 
chief disharmony in the liberal symphony. It may well have been impos¬ 
sible to man the plantations without resort to measures of this sort; but 
such restrictions upon personal freedom have long offended the con¬ 
sciences of Western European peoples, although they are commonplace 
over a considerable part of the world. It would be unreasonable to judge 
the practices of the nineteenth century by the standards of today, espe¬ 
cially as it is highly probable that they would still be regarded without 
disquiet in South East Asia if it had not been for the dissemination of 
liberal ideas by the very Western countries that administered these 
colonial territories. It is true that inequality of status appears less 
endurable when it results from laws imposed by foreigners than when 
it is maintained by those who, though tyrants, ‘are still at least our 
countrymen’. But we must not forget that it was the West which, in 
teaching nationalism to Asians, caused them to draw that distinction. 
Whatever view may be taken of this aspect of the colonial regimes, and 
although in South East Asia economic development can claim both 
freedom and restraint for its parents, it remains true that security of life 
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and property and the absence of restrictions on migration, persuaded vast 
numbers of Asians to seize the opportunities that the Westerners had 
opened up. 

In all their activities the colonial governments had the advantage of 
being able to command the experience of advanced metropolitan 
countries. In the handling of perplexing problems that defied a local 
solution they could draw on abundant reserves of scientific knowledge 
and technical skill, and what they themselves had to contribute 
enriched the common store. In these respects Malaya and Indonesia, 
from the particular standpoint of economic development, were fortu¬ 
nate in their status as colonial territories. The advantage was not, of 
course, limited to matters that lay wholly or mainly within the 
purview of government. The fact that those who directed economic 
activity came from advanced countries with wide-ranging economic 
interests provided stimulus and support to every form of new endeavour. 
As we have seen, few of the crops upon which these countries came to 
specialise were indigenous. In the sixteenth century the Portuguese and 
Spanish had introduced cinchona from their territories in South 
America. In later centuries the Dutch, British, French and Belgians 
introduced rubber, oil palms, cocoa and many other plants from the 
remote parts of the world to which their enterprise had spread. With 
the plants themselves they brought also the knowledge acquired in 
agricultural research at home and a diverse experience of tropical 
agriculture. The metropolitan countries were a clearing house of tech¬ 
nical information that could be put to use in any pioneering venture. 
An independent country that sets out to develop its resources has the 
advantage of planning its own course, but, until recent times at any 
rate, it could have no such easy access to sources of expertise or even 
inspiration. 

It was not only technical or scientific advantages that flowed from 
this association with advanced Western countries. From the endow¬ 
ment and accomplishments of the West in the purely economic sphere 
there were also copious contributions. The most obvious of these 
was capital, without which large-scale trade and agriculture could not 
have begun. By 1930 Western investment in Indonesia was estimated 
at 2,000 million U.S. dollars and in Malaya at 560 million. 1 Western 
firms and their home capital markets were the only possible source of 
such large sums, and with many opportunities open to them foreign 
investors would hardly have turned to South East Asia if the political 
risk had not been removed by the presence of Western administration. 

Investment in colonial enterprise called for elaborate institutional 
arrangements for linking lenders at home with the undertakings overseas. 
Although these arrangements rested upon the existing organisation of 
1 Call is, op. cit pp. 28, 56. 
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European capital markets, they had to be adapted to satisfy conditions 
in the colonial territories. This necessity for institutional adapta¬ 
tion also applied to the various branches of commercial enterprise and 
to transport and insurance. In all this the Westerners could draw on 
experience gained in India and in many other overseas territories. 
Further, the West was rich in men accustomed to the conduct of business 
in strange environments and eager to call their knowledge into the 
service of new ventures. Lampard and Hallet are but outstanding 
examples of such pioneers. In the end it was the quality of the men 
that counted. Throughout the greater part of the colonial era ‘glittering 
prizes’ were the reward of bold and imaginative entrepreneurs. Shrewd¬ 
ness was an essential quality in those who had to judge the market 
prospects of new products and the possibilities of profitable production 
in areas where the crops were untested. Thus, one may conclude that, 
along with good government and freedom to trade and migrate, the 
Westerners furnished an endowment of capital, scientific knowledge, ex¬ 
perience and resource without which development could not have begun. 

The achievement was so great that it is easy to overlook the obstacles 
encountered at every stage of growth and the efforts needed to surmount 
them. Tantae molis erat ... to build the structure that is now tottering. 
Although the West went into these countries with an endowment that 
was lavish by Oriental standards, it faced a multitude of novel problems 
for which only experiment and time could yield solutions. There were 
losses and false starts. Many attempts at crop acclimatisation failed. 
Many enterprises in agriculture, trade and finance went down because 
their methods were ill-suited to local circumstances or because of 
difficulties unforeseen by the founders. Even long-established under¬ 
takings were liable to be shaken by market fluctuations, by sudden 
changes in secular trends, or by the onset of plant diseases. 

This study has already directed attention to three outstanding features 
of Western enterprise in South East Asia: first, the complexity and 
diversity of the institutional and business constructions from which 
innovation has proceeded; secondly, the elaboration of organisation in 
many branches of enterprise; and thirdly, the high powers of change 
and renewal called for in undertakings that could command lasting 
success. On the first point, it has been shown that the introduction and 
growth of some of the chief industries resulted in each case from diverse 
sources of initiative and depended upon the co-operation of many 
different authorities and interests in both the metropolitan countries 
and the colonial territories. Thus the rubber industry could attribute 
its origin and growth to the research conducted in the Botanical 
Gardens at Kew and Singapore, the presence in India, the United 
Kingdom and Malaya of civil servants alert to the discovery of new 
crops for acclimatisation in South East Asia, business concerns with 
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experience both of plantation industries and of the conditions of South 
East Asian trade, and capital markets organised for raising funds for 
hazardous overseas ventures. To trace the origins of other industries 
is to be impressed with the cross-fertilisation of entrepreneurial activities 
that resulted from the wide distribution of the business interests of 
certain firms in the various territories subject to European exploitation. 
Notable instances were the operations of the Hallet companies in the 
Congo, Malaya and Indonesia, and the creation of a Sumatran rubber 
industry on the basis of the organisation and skill inherited from the 
earlier Deli tobacco industry. 

In the actual conduct of South East Asian industry and trade the 
forms of organisation were remarkable in their diversity. The great 
managing-agency and merchant firms, the development companies, the 
financial syndicates, proprietary estate concerns, specialist and general 
merchant houses, cultuurbanken, administratie kantoors, all these and 
other forms of business organisation came into being in the course of 
attempts to solve the problems of capitalisation, management and 
control. They established relations with local and ocean-going shipping 
interests. Western insurance and financial houses, and various types of 
Asian enterprise, as well as with world markets. Each type of industry 
presented its peculiar problems. The technical conditions of sugar 
production called for different methods of agricultural organisation 
from those employed in rubber or palm-oil production. The contrasts 
in relative factor-supplies in Java and Sumatra required different 
methods of operation in the same industry in the two countries. Trade 
with the Great East made novel demands on the firms engaged in it. 

In very few branches of economic activity was there a unique solution 
to the organisational problem, for changing conditions called for con¬ 
stant experimentation, and most of the forms were evolved by long 
experience. In some degree those forms were influenced by the nature 
of the economic endowment of the metropolitan countries that furnished 
the enterprise, and some of the contrasts between Malaya and Indonesia 
are to be explained in this way. There was no counterpart in Malaya to 
the N.E.I. cultuurbanken , which resulted from the impact of local condi¬ 
tions upon the banking structure of the continent of Europe. Similarly, 
the paternalistic conditions of the N.E.I. Government left an impress 
on the organisation of certain N.E.I. industries and on the relations 
between particular firms and the State for which the more recently 
developed Malaya could afford no parallel. 

Finally, the progress of the economy and the continued success of 
each enterprise depended upon the readiness of the business leaders to 
respond to alterations in their markets and in productive conditions. 
The rapid expansion in the South East Asian economy as a whole 
during the last seventy-five years was consistent with frequent change 
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in the direction of development. The N.E.I., with its long history, 
provides ample illustrations. In 1830 the main export crop was coffee, 
with sugar and indigo in the second and third places. By the middle 
of the century sugar had become the chief crop. Thirty years later, 
while sugar had continued to expand, coffee and indigo had declined, 
absolutely as well as relatively, and tobacco had appeared as a leading 
export. The planters met the disasters of the eighties by turning to new 
crops, notably tea, and early in the twentieth century the older agricul¬ 
tural industries, with the exception of sugar, lost much of their impor¬ 
tance with the rise of rubber, oil palms and copra. In the 1930s sugar 
began to decline, while mineral products, especially petroleum, became 
very important. By the 1950s rubber, petroleum and vegetable oil 
products were easily the chief exports; exports of coffee, tea, tobacco 
and sugar were then far lower than during the 1920s. Even Malaya, 
with its short history of agricultural production and its specialisation 
on a few commodities, can show similar changes in the relative impor¬ 
tance of different products. Its early coffee and sugar estates had 
become of little account by the turn of the century, and during the 
inter-war period when its rubber industry was in difficulties, some 
compensation was found in the development of vegetable oil production 
and pineapples. Later still, in an attempt to diversify agricultural life, 
it began the cultivation of cocoa. 

Change affected not only the types of goods produced but also the 
techniques of production. At different periods of history small proprie¬ 
tary estates and mining concerns ceased to be economical units of 
production, and the industries passed into the hands of large companies. 
Such a change in scale overtook the sugar industry during the eighties 
and the rubber and tin industries in the second decade of the present 
century. Commerce and shipping were also vulnerable. It has been 
shown how the entrepot business of Singapore was damaged by the rise 
of new shipping services between the Great East and Java, by the 
opening of new ocean ports, by novel techniques of trading and finally 
by economic policy. 

The history of particular firms can be used to illustrate the general 
theme. There were many failures among those who were unable to 
adapt themselves to new circumstances, while the more alert were able 
to find adequate compensation for the decline in one field by seizing 
fresh opportunities. Sometimes this process meant a profound change 
in the character of the business. For example, the N.H.M., on losing 
its special privileges enjoyed under the cultuurstelsel , turned its attention 
to banking. The merchants houses of Singapore, with the opening up 
of the Malayan interior, entered the plantation industries and resumed 
their growth as merchant-managing-agency concerns. Periods of depres¬ 
sion and even disaster made their contribution to the efficiency of 
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enterprise and so to development. Thus, the financial crisis of the 
eighties was the chief cause of the reconstruction of banking in the 
N.E.I., and brought about the separation of commercial from agricul¬ 
tural banking. Again, the collapse of rubber prices during the early 
1930s led to great improvements in the technique and organisation of 
rubber production, while the threat from synthetic rubber a decade 
later stimulated the search for novel methods of market preparation. 

2. Asians and Europeans in Co-operation and Competition 

It is a commonplace that economic development at the hands of 
Europeans created a society in which the different racial groups each 
played a distinct and well-defined role in the economy. The pattern was 
a complicated one. In Java the native Indonesians provided the labour 
force for the plantations and sugar factories under arrangements which, 
until recent times, preserved vestiges of the country’s feudal past. The 
productive activities of native smallholders throughout Indonesia were 
also adapted to meet the needs of world markets and many of these 
producers were drawn within the ambit of the world economy. From 
the beginning of the present century the N.E.I. Government had insti¬ 
tuted a system of technical and general education for native Indonesians, 
though this was limited in scope. Towards the end of the colonial regime 
it also did much to foster small-scale handicrafts and to assist the small¬ 
holders. Yet until the end of Dutch rule the native population had 
virtually no part in major entrepreneurial functions. Indonesians 
handled only an insignificant proportion of the country’s trade, and 
very few of them occupied posts as administrators, supervisors or tech¬ 
nicians in Western firms. Theirs was a subordinate role. Even today, 
despite the privileges afforded to native enterprise by the national 
government, this remains true over the greater part of the economy. 
In Malaya the ‘natives’, that is to say people of Malaysian race, whether 
indigenous or recent immigrants from Indonesia, were in a similar 
position. Most of them were small-scale agriculturists who were ready 
to take advantage of the opportunities offered by the rubber industry, 
but were reluctant to offer themselves as wage-earners in plantations or 
tin-mines. Both in Malaya and in thinly populated Sumatra, European 
agriculture was staffed mainly by workers from other countries whose 
immigration had often been organised by Western firms. In Malaya 
the Indians and in Sumatra the Chinese (and during the 1930s the 
Javanese) were brought in to man the plantations. 

Few of the Malaysians or the recent Indian immigrants displayed a 
capacity for economic leadership. It was otherwise with the Chinese, a 
people who have shown so much more enterprise in other countries than 
they have in their own. In all parts of the Archipelago the Chinese had 
long occupied positions that called for business acumen. They had been 
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pioneers in the Malayan tin industry and in regional commerce and 
shipping. Although they lost some ground to the Westerners when 
these introduced large-scale mining, they found ample opportunities in 
other directions. It was the Chinese who from the beginning acted as 
intermediaries between the native producers and the Western merchant 
houses, conducted most of the wholesale and retail trade and provided 
much of the skilled labour for industry, commerce and the public 
utilities. Nor were Chinese limited to the second rank of enterprise or 
administration. From early in the nineteenth century close links existed 
between Western and Chinese houses and, as in China itself, partner¬ 
ships or joint undertakings by Chinese and Westerners became a feature 
of economic life. In the present century they entered the realms of 
large-scale business on their own account, and Chinese-owned banks, 
factories, plantations, mines and, especially, merchant houses, obtained 
an increased share of trade, particularly in Malaya. This trend has 
persisted since the Second World War. At the same time, within 
Western firms themselves, they have been admitted to ranks in the 
hierarchy that were once the preserve of Europeans. Thus today they 
are not only predominant in the middle orders of business, but they are 
also numbered among the select company of leaders. It would be an 
oversimplification to assert that the Chinese commercial community in 
South East Asia has been carried to its present position by the surge 
of Western enterprise, for the Chinese themselves have contributed 
largely to the economic development and they have always performed 
services essential to the deployment of Western ventures. But the West 
has certainly provided the arena in which their talents have been dis¬ 
played. From the local Western firms they learned modern technical 
and business methods and through them they became familiar with 
operations in world markets. In the past their tutors were Europeans; 
today they are turning increasingly to the Americans for instruction. 

3. Some Comparisons with China and Japan 
Further light may be thrown on relations between Western entre¬ 
preneurs and Asians in Indonesia and Malaya by referring to the 
corresponding situation in Japan and China. The broad contrasts 
between the conditions under which the Westerners conducted their 
affairs in these four countries are obvious enough. Japan was a sovereign 
State with policies and purposes of its own, and there, after the first 
few decades of modernisation, industrial and commercial leadership 
was firmly in native hands. Foreign enterprise was confined within 
limited areas of the economy; there were a number of important houses 
engaged in foreign trade, some branches of the exchange banks, and a 
few manufacturing interests. In the main, however, foreigners provided 
expertise rather than entrepreneurship, at any rate during the present 
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century. In China the government, until the Revolution of 1911, was 
hostile to modernisation itself as well as to alien enterprise. Conse¬ 
quently development was to a large extent limited to the regions or 
enclaves where the foreigners enjoyed special privileges. Both in 
Indonesia and Malaya, on the other hand, the Westerners had political 
control and their undertakings could operate within a legal and institu¬ 
tional framework moulded by the colonial governments. Indonesians 
and Malayans were powerless to resist innovations from the West. 

The contrasted political status of the several countries affected the 
type of Western entrepreneur who flourished in each of them. In China 
die dominant figure was the merchant. Other activities by Westerners 
arose out of an original concern with commerce and clustered round it. 
Shipping, insurance, banking and manufacturing, all these could trace 
their origins to the merchants of the China coast, and for the greater 
part of the century after 1842 many undertakings in these fields were 
integrated with the great merchant houses. In Malaya and Indonesia, 
on the other hand, the integration of merchanting was normally with 
agriculture. Most of the local banking, shipping and insurance con¬ 
cerns, and many of the manufacturing companies, were founded by 
firms in the same lines of business in metropolitan countries. The East 
India Ocean Steamship Company owed its origin to the initiative of a 
United Kingdom shipping line. The K.P.M. was formed because of 
the determination of the Dutch authorities and business community to 
free themselves from dependence on British concerns, and had no close 
financial association with any single merchant house. Similarly, the 
insurance offices were branches of companies in the home countries. 
Again, while the merchant houses participated in local manufacturing 
undertakings, the most important industrial concerns were founded by 
overseas manufacturers. There were exceptions to these general rules. 
For instance, the Danish East Asiatic Company resembled Jardine 
Matheson in its combination of shipping and trade; but it should be 
observed that this company, though operating in Malaya and the Great 
East, found its main centre of interest in Thailand. Again, while both 
Maclaine Watson and Company in one period of its history, and also 
the Duff Development Company, ran their own ships, that branch of 
their business was always peripheral and was never responsible for more 
than a small share of the regional carrying trade. 

The reasons for the contrasts are not far to seek. In China, Western 
enterprise of all kinds had to come to terms with an alien government 
deeply suspicious of its motives, and it was confronted with diplomatic 
and legal problems at every stage of its advance. Very special know¬ 
ledge and experience of local political and administrative arrangements 
were, therefore, necessary to the conduct of Western business. This was 
true even of undertakings that were confined to the ports. It applied 
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still more strongly to shipping concerns which operated not only in the 
coastal waters, but also on rivers far in the interior. Firms already in 
business in China had qualifications for embarking on such ventures 
far superior to those of new-comers from the outside world. Indeed, 
when outsiders wished to extend their activities to China, they were 
naturally inclined to seek an association with one of the experienced 
merchants. In banking, no less than in shipping, there were special 
problems. Such Western banks as were founded to finance foreign trade 
had to accommodate themselves to the banking and monetary arrange¬ 
ments which were beyond Western control and to come to terms with 
native institutions. In Malaya and Indonesia, because of the colonial 
status of those countries, the diplomatic functions of business were of 
little moment. Concerns in the metropolitan countries could therefore 
embark upon enterprises in South East Asia undeterred by the political 
apprehensions that attended Western ventures in China. Yet, while the 
merchant houses of Indonesia and Malaya were not compelled, like 
their counterparts in mid-nineteenth-century China, to organise for 
themselves all the ancillary services that their mercantile business 
required, they were at the same time presented with opportunities for 
profitable agricultural ventures for which there was no parallel in China. 
It was for these reasons that in South East Asia the integration of 
agriculture and merchanting became as usual as the integration of 
merchanting and shipping in China. 

Comparisons may also be made of the part played by the State in 
the economic development of the four countries. Here the antithesis 
between the South East Asian and the Far Eastern countries is less 
sharp. Both in Indonesia and in Japan the State undertook the task of 
economic leadership at certain periods in modern history, in Indonesia 
during the time of the cultuurstelsel and in Japan in the early post- 
Restoration period. In both countries the State transferred many of its 
economic responsibilities to private firms (Indonesia after 1870, Japan 
after 1880). Henceforth economic development was left mainly to 
private enterprise, but the two governments retained their interests in 
special fields where they normally executed their policies through the 
agency of the leading firms. In Japan industries of strategic importance 
retained their official affiliations; in Indonesia, especially during the 
later years of Dutch rule, the government’s most active concern was 
with economic institutions that affected the welfare of the native 
population. 

In Malaya the part of the government and its officials in initiating 
development was far from negligible, as we have already seen; but 
private enterprise throughout the country’s history had a dominant role. 
To a large extent the contrast may be attributed to Malaya’s late start. 
By the time the development of the interior began, Western firms had 
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gained experience in tropical agriculture and behind the colonial enter¬ 
prise there stood the rich resources of a capital market avid for new 
ventures. Neither Japan at the time of the Restoration nor Indonesia 
during the first half of the nineteenth century could command such 
resources. In China until the 1930s the government’s influence on 
economic development was negative, and private enterprise had, there¬ 
fore, to accept responsibility for economic development in all fields. In 
the thirties, however, when the Chinese were seeking to manage their own 
affairs, government control was extended to many sectors of the 
economy. 

It is interesting, though not very rewarding, to consider how far these 
contrasts in economic policy were the reflection of current fashions in 
political and economic thought. The answer seems to be that policy 
was determined by circumstances rather than by doctrine. The cultuur- 
stelsel was introduced during a period in which liberal notions were 
already being gratefully received by the European mind, simply because 
the liberal economic policy introduced by Raffles had failed to yield 
satisfactory results in a society unsuited for its application. Its aban¬ 
donment is attributable at least as much to a local recognition that by 
the sixties it had become an obstacle to progress as to the conversion 
of the Dutch to a liberal economic philosophy. The ‘ethical’ policy after 
the turn of the century was certainly a symptom of the awakening of the 
colonial governments to their responsibilities for the welfare of their 
subject peoples; but the widespread intervention during the thirties was 
brought about mainly by the desperate condition to which the economy 
had been reduced by the World Depression. In the Straits Settlements 
there was from the beginning a happy coincidence between the economic 
interests of the dominant mercantile community and the liberal doctrine 
then coming into fashion. This shaped policy for Malaya as a whole 
until the plight of the rubber industry in the early twenties brought 
about intervention for the purpose of raising prices. In Japan it is doubt¬ 
ful whether Western social and political doctrines ever had much effect 
on economic policy which was determined immediately by the urgent 
necessities of a succession of social and economic crises and ultimately 
by considerations of national power. 1 As for China in the hey-day of 
Western enterprise, her government and her people played a purely 
passive part in economic development, tolerating it because they lacked 
the power to expel the intruders. 

4. Western Enterprise in Retreat 

Since the end of the Second World War Western enterprise has been 
operating in an environment transformed by revolution. In Indonesia 

1 cf. T. C. Smith, Political Change and Industrial Development in Japan: Govern¬ 
ment Enterprise , 1868-1880 , Chapter III and passim . 
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there has come into being a sovereign State inspired by strong nationalist 
sentiments which are nourished on the resentful memories of the period 
of Dutch rule. In Malaya, the colonial regime appears to be drawing 
to its close. In both countries Western enterprise is being confronted 
with a situation wholly different from that in which it arose. Although 
it has shown a readiness to accommodate itself to the changes, the 
question remains whether the new order offers attractions sufficient to 
induce it to play any substantial part in future development. No answer 
to this question could be other than tentative, and we must allow our¬ 
selves a generous licence of conjecture if we are to attempt to answer 
it at all. 

In Indonesia the immediate prospects appear to be bleak. The new 
government is anxious to retain access to Western capital and Western 
expertise, and it recognises that for some time to come Western enter¬ 
prise must retain its dominant position. But most of the conditions 
congenial to Western firms and investors have disappeared. Whereas 
formerly Westerners operated in a territory where the government was, 
in general, concerned with fostering their interests, they are now 
regarded at best as instruments of economic administration to be 
dispensed with as soon as native agencies are competent to take their 
place—or even earlier if, as is not unlikely, policy should continue to 
yield to the pressure of extreme nationalism. They have been compelled 
to submit to arbitrary and unpredictable measures of economic control 
which discriminate in favour of Indonesian nationals. These measures 
cover import licences, taxation, leases of land, the remittance of profits 
overseas, and visas for European staff. Even where there is no deliberate 
discrimination. Western enterprise suffers from bureaucratic incompe¬ 
tence inseparable from a regime which seeks to discharge complicated 
tasks of administration without a trained civil service. In some parts of 
the country the collapse of public order has obliged firms to abandon 
their properties, while inflation has had its usually corrosive influence 
on the economy as a whole. Many instances have been given of long 
established firms which are now seeking in other lands opportunities 
denied to them in Indonesia, and this process is likely to continue. 
Recently the amount of new direct investment has been very small. 
Nevertheless Western enterprise is unlikely to lose its still predominant 
position in the course of a few years. Firms with heavy fixed invest¬ 
ments and with established trading connections cannot quickly withdraw 
from the country without heavy losses, and Indonesian-controlled enter¬ 
prise is not yet ready to play more than a minor part. Western firms or 
individuals are still being called upon to manage undertakings owned 
by the State or to supply technical expertise, and these demands on their 
services may persist and even increase. It is, however, hard to resist the 
conclusion that so far as Western entrepreneurship is concerned the next 
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decade will see a steady contraction. In particular, it is improbable that 
Western firms will continue to pioneer new types of production and 
trade. Such ventures are not undertaken unless the risks are matched 
by the prospects of lavish reward. Today, when the risks are greater 
than ever before, entrepreneurs and investors are aware that high profits 
earned in successful undertakings are likely to excite the resentment of 
the Indonesians. 

The issue is not unaffected by changes that have occurred in the 
character of Western business enterprise itself. The outstanding entre¬ 
preneurs of the nineteenth and early twentieth centuries were men of 
sanguine temperament who were eager to embark upon speculative 
undertakings and for whom the hazards of tropical enterprise consti¬ 
tuted a challenge to be accepted with alacrity. The large modern 
corporations which have replaced the individual pioneers are inclined 
to make a cautious appraisal of the long-run prospects of the various 
alternative fields of investment before they commit their capital, and 
also their expert personnel, to any new venture. They are ready to 
accept commercial risks, but they are apprehensive of exposing them¬ 
selves to political perils. At a time when the expanding economies of 
North America offer ample opportunities unimpaired by political risks, 
those in control of the major investment resources are likely to turn 
their backs on the slender attractions of the East Indies, especially since 
it is believed in some quarters that the long-run prospects both of 
natural rubber and of tin are unpromising. 1 

In Malaya the outlook is more obscure. In spite of the Emergency, 
and the labour troubles in Singapore, ordered government has been 
maintained and a reasonable degree of currency stability preserved. If 
Asians have gained an increasing share of business since the war, this is 
in continuance of a trend that began many years ago and is attributable 
largely to their growth in commercial and industrial experience. Euro¬ 
peans have withdrawn from certain fields in the face of this competition. 
Some, it is true, have been ready to sell out to the Chinese because of 
their apprehensions about the political future. Others who formerly 
confined their operations to Malaya and the neighbouring lands have 
tried to hedge their risks by starting ventures elsewhere. Yet although 
the present generation of Europeans has lost the exuberant confidence 
of their predecessors in the future of Malaya, some Western firms have 
still been prepared to increase their stake in the country and to start 
new undertakings. But the political hazards of long-term investments 
have undoubtedly been augmented. When Malaya has attained full 
self-government. Western enterprise will move into an unfamiliar 
environment and, by analogy with what has happened in other ex¬ 
colonial territories, it must expect to lose advantages that it has hitherto 

1 cf. J. B. Condliffe, Private Foreign Investment in Indonesia (an unpublished paper). 
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enjoyed. On the other hand, the interdependence of a good deal of 
Western and Chinese enterprise, the joint undertakings in which men 
of both races have long engaged, and the substantial and acknowledged 
benefits that Asian firms derive from their access to Western resources 
of scientific knowledge and of technical, commercial and managerial 
expertise, may help to preserve an important place for Westerners in 
the new order. 

In the Peninsula itself the political mood is not unpropitious. Whereas 
in Indonesia and many other parts of Asia nationalism and social 
revolution have gone hand in hand, in the Malayan Federation the 
nationalist movement does not at present aim at drastic social and 
economic changes. Indeed, the nationalist political leaders have not 
only asserted their benevolence towards Western capital and enterprise 
and their desire to have more of them, but there seems a reasonable 
hope that, when they have a complete grasp of power, their actions will 
not be inconsistent with their affirmation. This view, however, may be 
over-optimistic. The Malayan nationalist movement, though ambitious 
to include men of all races resident in the Peninsula, at present draws 
its support very largely from the Malays. When self-government is 
attained, political authority will, therefore, be concentrated in them, 
although control in the economic sphere will continue to reside with 
Chinese and Europeans. Two questions spring at once to mind. First, 
will the politically dominant Malays be content to leave the direction 
of the economy in the hands of men of other races, or will not the 
situation, as in Indonesia, dispose towards an increasing measure of 
State intervention in economic affairs? Secondly, will the large Chinese 
minority accept with equanimity the political predominance of the 
Malays; will they respond to the appeal of the new Malayan nationalism, 
or will the establishment of the new State merely provoke them to 
glance invitingly over their shoulders towards the north? It is necessary 
to pose these political questions because the whole future of Western 
enterprise in Malaya is likely to turn on the answers. 1 

In Singapore the outlook is far less hopeful. There the demand for 
self-government is associated with vehement claims for far-reaching 
social and economic changes. These might well create conditions which 
Western enterprise would find intolerable, with the result that the 
economy might be brought to the point of collapse. Even if this gloomy 
prognostication is not realised, there is little doubt that those Western 
undertakings whose prosperity is bound up with the entrepdt trade of 
Singapore will sustain increasing damage from the political and econo¬ 
mic changes in neighbouring countries, especially Indonesia. It 
has been shown that since the First World War the times have been 

1 cf. F. G. Camcll, ‘The Malayan Elections’, in Pacific Affairs , December 1955, 
especially pp. 322, 328. 
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unpropitious for the entrepot trade and that during the thirties even 
Singapore itself was obliged to swallow an unpalatable draught of 
economic nationalism. Since 1945 these tendencies have been carried 
further. Many commodities that used to pass through Singapore now 
go direct from the countries of provenance to their ultimate destination. 
The inconvertibility of sterling in a world athirst for dollars is partly 
responsible for the strengthening of this trend. Further, the Indonesian 
Government for nationalist reasons has introduced measures harmful 
to the entrepot. 1 The changes were well summarised by the chairman 
of the Chartered Bank in 1952. His diagnosis applies with equal cogency 
to many sectors of Western business not only in the Malaysian Archi¬ 
pelago but in southern and eastern Asia as a whole: 

Fifteen years ago the numerous Asian territories served by the Bank had 
many economic interests in common. Their fiscal policies were on the 
whole liberal. Exchange control and autarkical conceptions of government 
were almost unknown. Throughout the area there was freedom for British 
citizens to reside and trade, and between the governments of South and 
South Eastern Asia, and to some extent those of the Far East also, there 
was a large measure of political accord and economic co-operation. In 
time the administration of the newly emancipated national States will no 
doubt restore some measure of economic collaboration and resume multi¬ 
lateral trading, but in the meantime the political fragmentation of that great 
trading area . . . must confront the Bank with many new and recurring 
problems of management and administration. 2 

5. Prospects 

The conclusion that Western enterprise of the type characteristic of 
the region is likely to undergo a further contraction in Indonesia and to 
be confronted with new hazards in Malaya leads to the question of 
whether adequate substitutes can be found for it, either by the continued 
growth of entrepreneurship in the Asian communities themselves or 
by the appearance of new forms of co-operation between Asians and 
Westerners. Although this question cannot be answered with assur¬ 
ance, yet if one abstracts from the uncertainties of the political future, 
some tentative statements can be made. The possible lines of develop¬ 
ment in Malaya have already been indicated. There, for many years, 
the Chinese have been gaining experience of Western commercial and 
financial methods and of industrial technique, either as employees in 
Western firms or in Chinese-owned businesses. Although most Chinese 
trading firms are still complementary to Western firms, linking the 
import-export houses with the producers or the consumers, some of 

1 See p. 255 supra. 

2 Report and Balance Sheet for Presentation to 98th Ordinary General Meeting of 
Stockholders of the Chartered Bank , Wednesday , 2nd April 1952 , p. 13 (our italics). 
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them for many years have been importing or exporting direct to foreign 
countries, while Chinese banks, factories and other industrial establish¬ 
ments have long made up an important sector of the country’s economy. 1 
It is reasonable to expect that this sector will grow and that a larger 
degree of responsibility for further development will gradually pass into 
Chinese hands. 

In Western firms themselves the Chinese are likely to continue to 
move up the hierarchy. Since the war they and other Asians have been 
admitted to higher managerial and administrative posts in Western 
undertakings, and this tendency will doubtless be carried much further. 
Certainly the leading Western firms have made provision for these 
changes through the schemes for training Asian personnel which they 
have introduced since the war. A future may be foreseen in which 
Western firms and Western capital will still play a considerable part in 
large-scale ventures and new enterprises, while the Chinese discharge 
most of the routine functions in Western business and occupy all but 
the head positions. They are also likely to associate increasingly in 
joint Sino-European ventures. All this presupposes that the end of the 
colonial regime will not be accompanied by a social revolution which 
might lead to a general economic decline, and that the perplexing pro¬ 
blem of Malay-Chinese relations will be peacefully solved. There is, of 
course, also the question of whether Malaya will succeed in preserving 
her independence in the face of Communist threats. A discussion of 
these questions, however, would take us far beyond the range of our 
chosen subject. 

In Indonesia the outlook is very different. There, the transference of 
economic power from Europeans to Asians has occurred not by trans¬ 
actions on the stock exchange as in Malaya, but by measures of official 
discrimination against Western enterprise and by the expropriation of 
a number of undertakings. Moreover, in Indonesia the Chinese are 
likely to benefit less than in Malaya from the withdrawal of the Euro¬ 
peans. For they are the object of nationalist suspicion no less than the 
Europeans, and they also suffer from discrimination in favour of native 
enterprise. During the last few years they have been able to opt for 

1 The traditional practice of the Chinese was to invest in real estate, in stocks of 
goods or in businesses conducted by relatives or friends. During the late thirties, 
however, there was a tendency for them to invest in shard's of Western-managed 
firms. Recently, especially since the rubber boom of 1950-1, this tendency has been 
more pronounced. Chinese institutional shareholding, on the part of such concerns 
as the Overseas Chinese Banking Corporation and the Lee Kong Chian interests, 
has markedly increased. Transactions on the stock exchange have indeed provided 
the means for the transference of economic power from Europeans to Chinese. Yet 
while the election of Chinese directors has become more common with the growth 
of Chinese shareholding, there has been little evidence of any pressure to displace 
the former managements. 
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Indonesian nationality on condition that they renounce allegiance to 
China, but it is doubtful whether this will solve the racial problem. 
Many Chinese families are known to hedge their political risks. One 
member of a Chinese business family takes Indonesian nationality, 
and so obtains access to the privileges accorded to native firms. His 
brother remains Chinese with all the advantages that attend member¬ 
ship of that community—and with an investment in a political future 
when China may be the dominant Power in South East Asia. Such 
practices hardly persuade the Indonesians of Chinese devotion to the 
interests of the new State. Yet hitherto the Chinese have been predomi¬ 
nant in medium-scale enterprise and, as in Malaya, have acted as 
intermediaries between the Europeans and the native population. Out¬ 
side the ranks of the Europeans they are the main repository of business 
knowledge and experience. For the Indonesian Government to dis¬ 
courage the enterprise of both the racial groups in which economic 
leadership has hitherto been concentrated can hardly fail to imperil the 
country’s material progress. 

The Dutch are often blamed for neglecting to train Indonesians for 
positions of authority in administration and business. Whether they 
were at fault or not, the supply of entrepreneurial capacity and of 
business and administrative experience among the native population is 
certainly meagre. Up to the end of Dutch rule hardly any large-scale 
native undertakings existed. Even today in many of the so-called 
Indonesian firms native control and management are merely a facade 
behind which men of other races exercise the real power. The new 
State, as has often been pointed out, began its career with a dangerously 
small elite of persons with Western education from whom leaders could 
be drawn. In 1940 only 240 Indonesian students graduated from the 
high schools and only 37 from the colleges. In that year out of over 
3,000 higher civil servants there were only 221 Indonesians, and even 
in the middle ranks a large number of posts were held by Europeans 
and Eurasians, who counted as Dutch. 1 Leaders in any walk of national 
life emerge only if the institutional arrangements are favourable to the 
exercise of their capacities and for a country in the position of Indonesia 
direction of high quality is indispensable for material progress. Those 
formerly in command are no longer acceptable. The Dutch regime did 
not provide for the training of native leaders, and it is doubtful whether 
the present order is likely to furnish, in Yeats’s phrase, ‘the right twigs 
for an eagle’s nest’. 

The economic organisation which the West created in Indonesia was 
an elaborate confection. It comprised a wide diversity of business forms 
in many different branches of economic activity. It rested upon a 
foundation of financial and commercial relationships with the business 
1 R. Emerson, Representative Government in South East Asia , p. 20. 
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of the metropolitan countries. It was nourished by the immense 
resources that those countries had at their command. The organisation 
was evolved over a long period by trial and error and it was in constant 
process of adaptation to changes in markets and technique. Tt will not 
be easy to maintain the country’s prosperity if the persons and firms 
who operated the system are expelled or thwarted, or if the close links 
with the advanced societies which still provide expertise and initiative 
are broken. 

The new Indonesian Government does not deny that Western capital 
and skill are still indispensable, but it rejects most of the agencies 
through which these have been provided in the past. It has naturally 
turned, therefore, to the United Nations and other international organi¬ 
sations as sources of what it requires, for these are free from the taint 
of colonialism or of the ‘imperialism’ which, in Asian minds, gives an 
unwelcome flavouring even to American aid. Since 1950 some modest 
financial help has been forthcoming from this quarter, while technical, 
economic and sociological experts have been drawn to Indonesia in 
considerable numbers. So far, however, no adequate substitutes have 
been found for the resources formerly provided by the great business 
houses and the European capital markets, nor are they likely to be. For 
if conditions are unfavourable to private investment, it is probable that 
they will repel investment by international agencies also. Moreover, in 
the absence of entrepreneurs (either private or official) of high quality, 
technical and managerial experts cannot be effectively employed. 

It is easy to be misled by the analogy of Japan. That country in the 
early Meiji era assigned narrow limits to Western enterprise and 
Western investment. Nevertheless, her government, which itself assumed 
extensive entrepreneurial functions, was able to make profitable use of 
Western technicians and experts. This example is doubtfully relevant 
to contemporary Indonesia. Japan started her modern career with a 
considerable native experience of large-scale organisation and a nucleus 
of skill in industry. Above all, her society was ordered in such a way as 
made possible a large capital accumulation without any significant resort 
(except during special periods) to foreign borrowing. She threw up 
leaders of exceptional quality who for decades succeeded in driving the 
country ruthlessly along a chosen path. The contrast with contem¬ 
porary Indonesia could hardly be more striking. Yet we must remind 
ourselves that in early Meiji, when Japan was fumbling with Western 
institutions and forms of economic organisation, foreign contem¬ 
poraries viewed her prospects with scepticism and even contempt. 
Present-day critics of Indonesia may be confounded as were those of 
mid-nineteenth-century Japan. 

The economic prospects not merely of Indonesia but of South East 
Asia as a whole are much affected by the changes in the temper and 
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outlook of the people. Today, in many parts of the great region, a 
social revolution is pressing hard on the heels of political revolution. 
Communist indoctrination and the increasing reluctance of the mass of 
the people to accept a status which their forefathers never thought to 
question have created a conspicuously different social climate from that 
in which Japan’s modernisation began. In the past social welfare came 
as a by-product of economic development. It was seldom a conscious 
aim of policy. The presiding motives of the leaders were of quite another 
kind. The Japanese were moved by considerations of national power 
and the Westerners in South East Asia, as in China, chiefly by ordinary 
commercial motives. The people for their part, in all these countries, 
were docile before authority. At the present time in South East Asia, 
as in many other under-developed regions, there is a tendency to aim 
directly at social welfare and to treat economic progress as a means, 
and not always an indispensable means, to that end. It is not for the 
West to question this scale of values, but there is all experience to testify 
that improvements in social welfare, or even in national prestige, can 
be realised only in conditions of economic prosperity. 

It would be misleading to conclude this survey with the suggestion 
that the retreat of Western business can be explained exclusively in 
terms of changes within South East Asia itself. Europe also has been 
transformed, and transformed in a way that has conspicuously lessened 
her capacity to export entrepreneurs and pioneers, although not, of 
course, bureaucrats and economic advisers. Europeans are now ‘state- 
broken’ (to use Schumpeter’s term) and are therefore not to be stirred, 
as were their fathers, by the excitement of commercial adventures over¬ 
seas, adventures which in any case their savings are becoming insufficient 
to finance. According to this view, the Asian rejection of European 
economic leadership appears to have coincided with the decline in the 
capacity of the former donors to supply it. 1 On the other hand, it may 
be argued that the change in temper among Europeans has at least the 
merit of opening the way to a peaceful transition to self-government in 
those Asian territories which are determined to repudiate Western rule. 
This may be of real benefit to all parties. Indonesia stands as a grim 
warning of the perils that attend a hotly contested transference of 
authority, for the circumstances in which power was ultimately sur¬ 
rendered in 1949 left a bitter legacy of resentment to both Dutch and 
Indonesians, and this hampered co-operation between them in the 

1 J. A. Schumpeter suggested that ‘there has been, roughly since the beginning of 
the century, a perceptible slackening of entrepreneurial efforts’ among the English 
people. This may be true of enterprise at home, but the timing is wrong if the 
statement is intended to apply to British entrepreneurship abroad. The first decade 
and a half of the present century was undoubtedly a very active period for British 
overseas enterprise, especially in South East Asia. (See Schumpeter, Capitalism , 
Socialism and Democracy , p. 229.) 
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troubled years that followed. If the lesson is widely heeded, Malaya, 
or at any rate the Federation, may start on her fresh career in a gentler 
mood than the Indonesian Republic and, therefore, with brighter 
prospects for economic co-operation between Westerners and Asians. 
As new patterns of economic relations between the races emerge from 
the confusions of the time—and their outlines can already be perceived 
—it is reasonable to hope that this co-operation in economic develop¬ 
ment will be preserved and even strengthened. But the issue is in doubt. 
There are several possible alternatives by no means agreeable to 
contemplate. 
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APPENDIX I 

POPULATION 
(in thousands) 

A. INDONESIA (N.E.I.) 

Java and Madura Outer Provinces 



1880 34 207 19,540 12 19,794 — — — — — — 

1905 65 295 29,715 22 30,098 16 268 7,304 30 7,619 37,717 

1920 135 384 34,433 31 34,984 34 425 13,871 36 14,366 49,350 

1930 193 582 40,889 52 41,717 49 651 18,253 58 19,011 60,728 

Estimated population in 1954: 81,000. 2 
Source: J. S. Furnivall, Netherlands India , pp. 347,408. 

1 ‘European’ comprises those with the legal status of European, including 
Americans and certain Asians other than Chinese. 

2 U.N.E.C.A.F.E., Economic Survey 1954 , p. 184. 


B. MALAYA 


Year 

Country Malaysians 

Chinese 

Indians Europeans Others 

Total 

1911 

‘Federation’ 1 

1,373 

695 

241 

6 

28 

2,342 


Singapore 

44 

224 

28 

6 

9 

311 


All Malaya 

1,417 

919 

269 

12 

37 

2,653 

1947 

‘Federation’ 1 

2,398 

1,885 

531 

10 

55 

4,878 


Singapore 

116 

730 

69 

9 

17 

941 



2,514 

2,615 

600 

19 

72 

5,819 


Estimated population in 1954: Federation 5,889; Singapore 1,168. 2 
Source: M. V. Del Tufo, A Report on the 1947 Census, Malaya . 

1 Area comprising the present (post-1948) Federation of Malaya. 

2 U.N.E.C.A.F.E., Economic Survey 1954 , p. 184. 
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APPENDIX II 

WESTERN INVESTMENTS IN INDONESIA 1 

A. ESTIMATED TOTAL OUTSTANDING INVESTMENTS 

(in million U.S. dollars)* 

Business (or Direct) Rentier Investments , 



Investments ** 

mainly in Govern¬ 
ment securities 

Total 

1900 

300 

18*** 

318 

1914 

675 

68 

743 

1930 

1,600 

397 

1,997 

1937 

1,411 

853 

2,264 


♦ At rate of 1 guilder^ 0-40 U.S. dollars. 

** Includes local Chinese investment, which is estimated at 150 million U.S. 
dollars for 1937. 

*** Includes only State loans of Netherlands incurred on behalf of N.E.l. 

1 The figures given in Appendix II and Appendix III are derived from I I. G. Callis, 
Foreign Capital in South East Asia. They must be regarded as very rough estimates, 
probably on the low side. We have followed Callis’s practice in using the term 
‘rentier investments’ instead of the usual ‘portfolio investments’. 


B. DISTRIBUTION OF BUSINESS INVESTMENTS OF 
CREDITOR COUNTRIES, 1 937 1 
(as percentage of total) 


Holland 73 2 

Great Britain 14 

United States 7 

France 2 

Japan 1 

Germany 1 

Italy 1 

Belgium l 


100 


1 Callis, op. cit ., p. 34. 

3 Includes local Chinese investment. 

Notes on Table B 

1. It has been estimated that between one-fifth and one-tenth of the Netherlands 
population during the 1930s was either directly dependent on, or indirectly financially 
interested in, the commerce of Indonesia. Most of the rentier investments were in 
Dutch hands. 

2. The Dutch owned practically all the foreign capital in sugar and cinchona 
production, most of that in coffee and tobacco, and rather less than half that in 
rubber. Dutch capital invested in the government-owned tin- and coal-mining 
concerns is not included above. 
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3. About two-thirds of the British investment in estate agriculture was in rubber; 
there were also British investments in sugar, coffee and tea. 

4. The American investments were mainly in oil, rubber and manufacturing 
industry. 

5. Of the total investment in oil, the Anglo-Dutch combine was responsible for 
about 56 per cent, the American for 33 per cent, and N.E.I. Government for most 
of the remainder. 


C. DISTRIBUTION OF DUTCH BUSINESS INVESTMENTS 
BY INDUSTRY IN THE 1930S 1 
(as percentage of total Dutch Business Investment) 


Sugar 15 

Rubber 17 

Other Agricultural Industries 13 

Agricultural Banks ( Cultuurbanken) 10 

Petroleum 19 

Shipping 4 

Railways and Tramways (private) 6 

Public Utilities (private) 4 

Manufacturing Industry 2 

Miscellaneous 10 


100 

1 Cal I is, op. cit. f p. 27. 
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APPENDIX III 

WESTERN INVESTMENTS IN MALAYA 1 

ESTIMATED TOTAL OUTSTANDING INVESTMENTS 

(in million U.S. dollars) 



Business 

Rentier Investments ,** 


Year 

[or Direct ) 

mainly in Government 

Total 


Investments 

Securities 


1914 

150 

44 

194 

1930 

447 

113 

560 

1937 

372* 

83 

455*** 


* About two-thirds of the business investments in 1937 were in rubber plantations 
and about one-sixth in tin-mining. 

** The small size of the government debt in relation to entrepreneurial investments 
as compared with the position in Indonesia is to be explained by the modest 
role of the State in the economic activities of Malaya in contrast to that in 
Indonesia. It should also be noted that the chief government properties (the 
railways) were built to a large extent out of current revenue, and that by 1937 
many loans contracted early in the century had been redeemed. 

*** About 70 per cent of the total investment in 1937 was British. 

1 Callis, op. cit., p. 56. 
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APPENDIX IV 

INDONESIA’S EXPORT TRADE 

A. VALUE OF CHIEF EXPORTS AND OF TOTAL EXPORTS 
(in million florins) 


1 

*> 

i 

2 

e, 


1 

<3 

1 

-§ 

11 

J-J g* 

§ 

-Si 

£ 

|1 

3* *o 

^ .5 

s| 

& 

a 

a 

a 

co 

ft 

ft 

K K 

ft 

ft ft 

£.s 

1870 

44 

— 

— 

32 

2 

4 

7 

— 

— 

— 

1880 

60 

— 

— 

49 

2 

16 

10 

— 

— 

175 

1890 

37 

2 

— 

51 

2 

32 

9 

— 

— 

175 

1900 

35 

10 

— 

74 

4 

32 1 

24 

5 

— 

258 

1913 

23 

55 

24 

157 

22 

92 1 

37 

113 

— 

671 

1920 

52 

93 

194 

1,050 

40 

170 

65 

310 

— 

2,228 

1925 

68 

102 

582 

370 

74 

111 

94 

173 

— 

1,801 

1929 

68 

116 

235 

312 

86 

86 

79 

164 

13 

1,443 

1930 

36 

77 

173 

254 

70 

59 

58 

190 

— 

1,140 

1932 

35 

42 

33 

98 

33 

53 

18 

97 

12 

541 

1937 

26 

63 

321 

50 

49 

41 

84 

165 

26 

990 2 

1940 

8 

12 

368 

53 

49 

38 

82 

170 

10 

9392 


Sources: Furnivall, op. cit p. 337; Statistical Pocket Book of Indonesia , 1941; 
J. H. Boeke, Evolution of the N.I. Economy , pp. 22, 24, 40; League of Nations, 
International Trade Statistics 1930 , p. 157. 

1 The apparent steep rise in tobacco exports between 1900 and 1913 may be due 
to a change in classification— see Furnivall, op. cit., p. 337. 

2 Including export duties which in 1940 amounted to 57 million florins. 


291 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 
VOLUME OF CHIEF EXPORTS 






(in 

thousand metric tons) 













§ 


1 

1 

Coffee 

1 

© 

1 

1 

1 


Palm-oi 

Product 

•I 

K £ 

•4* 

! 

1840 

1 

69 

62 

— 

— 

— 

— 

— 

— — 

— 

1855 

(0*4) 

75 

99 

— 

— 

— 

— 

— 

— — 

— 

1880 

— 

85 

222 

11 

— 

— 

— 

— 

— — 

— 

1890 

— 

38 

367 

32 

3 

— 

— 

— 

— — 

2 

1900 

— 

51 

736 

52 

8 

67 

— 

— 

16 — 
(1901) 

4 

1913 

—- 

29 

1,471 

87 

27 

229 

7 

— 

21 960 

10 

1920 

— 

62 

1,514 

125 

46 

182 

90 

— 

22 1,784 

13 

1930 

— 

63 

2,838 

80 

82 

375 

296 

49 

35 4,021 

21 

1932 

— 

112 

1,480 

73 

78 

472 

238 

83 

18 3,885 

19 

1937 

— 

97 

1,110 

47 

67 

495 

434 

194 

38 5,878 

19 

1948 

— 

2 

71 

1 

9 

207 

433 

41 

31 3,850 

6 

1951 

— 

24 

83 

4 

40 

277 

774 

97 

31 6,072 

5 

1953 

— 

33 

164 

5 

29 

184 

674 

132 

34 9,600 

5 


Sources: Furnivall, op. cit. y pp. 127, 171, 207, 338; Statistical Pocket Book of 
Indonesia , 1941 ; U.N.E.C.A.F.E., Economic Surveys ; League of Nations, Statistical 
Year Books ; International Tin Study Group, Statistical Year Book 1954\ and Java 
Bank, Reports ; U.N. Year Books of International Trade Statistics . 

1 Production (tin-in-conccntratcs). 


C. EXPORT TRADE OF JAVA AND OUTER PROVINCES 

In 1900 Java was responsible for over two-thirds of the total exports 
(including government exports); in 1929 its share was just under half the 
total. During the present century Java was the source of nearly all the sugar 
and of the greater part of the tea and coffee. It also had substantial exports 
of rubber and tobacco. The Outer Provinces supplied nearly all the copra, 
petroleum and tin and the greater part of the tobacco, rubber and palm oil. 
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APPENDIX V 
MALAYA’S TRADE 


A. VALUE OF CHIEF EXPORTS FROM MALAYA, 1906-54 
(in million Straits dollars) 1 


Year 

Rubber 1 2 

Tin 

Smelted 

Canned 3 
Pineapples 

Coco-nut 
Products 4 

Palm-oil 
Products 5 

Total 

(including 

others) 

1906 

11 

89 

3 

9 

_ 

293 

1912 

28 

107 

3 

17 

— 

357 

1920 

280 

128 

7 

52 

— 

879 

1925 

763 

175 

8 

35 

— 

1,282 

1929 

440 

182 

9 

36 

1 

925 

1932 

80 

56 

8 

22 

1 

323 

1937 

489 

190 

9 

31 

7 

897 

1947 

787 

109 

_ 

29 

23 

1,295 

1950 

2,455 

479 

12 

144 

37 

3,961 

1951 6 

3,962 

589 

17 

88 

40 

5,991 

1952 

1,891 

516 

13 

93 

49 

3,795 

1953 6 

1,232 

391 

20 

103 

38 

2,897 


Sources, 1906, 1912, 1920: Straits Settlements—Imports and Export .v; 1925, 1929: 
British Malaya—Imports and Exports', 1932: Malaya—Imports and Exports, ; 1937: 
Malaya—Foreign Imports and Exports', 1947: Malayan Statistics—Imports and 
Exports', 1950: Malayan Statistics—Trade Section ; 1951-3: Malayan Statistics 
—External Trade. 

1 The figures to and including 1920 refer to the Straits Settlements only. In 1921 
the comparative figures for exports were (in millions of Straits dollars): 

Straits Settlements 398 

Rest of Malaya 19 

From 1925 the figures refer to the whole of Malaya but exclude trade between the 
different parts of the country (e.g. between Singapore and the present Federation). 
The figures include re-exports of imported produce. Parcel post, specie and bullion 
are excluded. 

2 Includes guttas and jelutong and, for the earlier years, also certain wild rubbers. 
Rubber latex is included. 

3 Up to and including 1925 this item is referred to as preserved pineapples. From 
1951 canned pineapple juice is also included. 

4 Including copra, coco-nut oil, copra cake and fresh coco-nuts. 

6 Including palm oil, palm kernels and palm kernel oil. 

6 The discrepancy between the totals for 1951 and 1953 in this table and in Table B 
is due to the exclusion from this table of parcel post, ships’ stores and bunkers. 
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B. MERCHANDISE TRADE OF MALAYA 

(in million Malayan dollars) 


Exports of Domestic Produce (f.o.b.) 

1951 

1953 

Rubber 

2,279 

898 

Tin 

506 

351 

Coco-nut Products 

85 

58 

Palm Oil and Kernels 

45 

37 

All Others 

136 

142 

Total 

3,051 

1,486 

Re-exports (f. o. b.) 

3,025 

1,534 

Total Exports and Re-exports (f.o.b.) 

6,076 

3,020 

Imports for Domestic Consumption (c.i.f.) 


Food, Drink and Tobacco 

866 

894 

Petroleum Products 

120 

170 

Textiles 

355 

135 

Vehicles, Metals, Machinery, etc. 

432 

337 

All Others 

539 

328 


2,312 

1,864 

Imports for Re-export (c.i.f.) 

2,443 

1,374 

Total Imports (c.i.f.) 

4,755 

3,238 


Source: International Bank Mission, The Economic Development of Malaya , p. 23. 


C. QUANTUM INDEX OF MALAYAN EXPORT TRADE 

1938-100 1952-157 

1949- 134 1953-138 

1950- 174 1954-150 

1951- 184 

Source: U.N.E.C.A.F.E., Economic Surveys of Asia and the Far East . 
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APPENDIX VI 
RUBBER STATISTICS 

A. NET EXPORTS OF CRUDE RUBBER 

(in thousand long tons) 


Year 

Indonesia 

Mala: 

1900 (S.E. Asia) 

— 

1 

1910 

3 

6 

1913 

7 

33 

1919 

88 

200 

1921 

72 

151 

1925 

194 

211 

1927 

232 

232 

1929 

255 

455 

1933 

281 

445 

1935 

287 

370 

1937 

434 

493 

1938 

301 

345 

1939 

370 

362 

1940 

538 

541 

1948 

433 

680 

1949 

423 

679 

1950 

671 

658 

1951 

774 

609 

1952 

731 

672 

1953 

674 

569 

1954 

729 

571 

A. McFadyean, The 

History of Rubber 

Regulation 


U.N.E.C.A.F.E., Economic Surveys. 


B. PROPORTION OF RUBBER OUTPUT PRODUCED 
BY SMALLHOLDERS 

(as percentage of total) 


(Slump) 

1930 

Indonesia 

37 

Malaya 

48 

(Restriction) 

1937 

46 

37 

(Korean War) 

1950 

75 

46 


1953 

57 

43 


Source: Mission of Inquiry into the Rubber Industry of Malaya. Report (Mudie 
Report), Kuala Lumpur, 1954. 
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C. MALAYAN ESTATES.' PLANTED ACREAGE, BY SIZE 
GROUPS AND NATIONALITY OF OWNERSHIP, 
SHOWING ACREAGES OF HIGH-YIELDING 
MATERIAL (1954) 



No. of 
Estates 

Total 

Planted 

Acreage 

Total High- 
yielding 
Acres 

Vo Of 
Columns 

European 


(A) 

( B ) 

( B-A) 

100-499 acres 

85 

24,974 

8,054 

32-2 

500-999 acres 

143 

108,022 

44,267 

41 0 

1,000-1,999 acres 

253 

366,593 

143,519 

391 

2,000-4,999 acres 

184 

569,146 

234,707 

41*2 

5,000 acres and over 

48 

343,703 

152,752 

44*4 

Total 

713 

1,412,438 

583,299 

41*3 

Chinese 





100 -499 acres 

1,033 

206,541 

34,216 

16*6 

500-999 acres 

134 

94,110 

23,086 

24*5 

1,000-1,999 acres 

55 

77,579 

24,713 

31-9 

2,000-4,999 acres 

19 

53,366 

17,671 

33-1 

5,000 acres and over 

4 

30,510 

13,430 

440 

Total 

1,245 

462,106 

113,116 

24-5 

Indian and Others 





100-499 acres 

480 

90,971 

10,672 

11*7 

500-999 acres 

35 

25,234 

4,884 

19*4 

1,000-1,999 acres 

11 

16,244 

3,452 

21-3 

2,000-4,999 acres 

3 

8,353 

3,186 

381 

5,000 acres and over 

2 

14,360 

9,146 

63*7 

Total 

531 

155,162 

31,340 

20*2 

All Nationalities 

100-499 acres 

1,598 

322,486 

52,942 

16*4 

500-999 acres 

312 

227,366 

72,237 

31-8 

1,000-1,999 acres 

319 

460,416 

171,684 

37*3 

2,000-4,999 acres 

206 

630,865 

255,564 

40*5 

5,000 acres and over 

54 

388,573 

175,328 

45*1 

Grand Total 

2,489 

2,029,706 

727,755 

35*9 


Source: Federation of Malaya, Annual Report 1954 , p. 127. 
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APPENDIX VII 
TIN STATISTICS 

A. TIN PRODUCTION* 


(in thousand long tons) 
Indonesia 

1851-60 (annual average) 5*3 

Malaya 

6*5 

1881-90 

9-5 

19-6 

1891-1900 

15-2 

41-7 

1901 

15-8 

46*7 

1913 

20-9 

51-4 

1919 

20-9 

39*2 

1929 

35*9 

72*3 

1933 

12-8 

24*9 

1937 

37-6 

77*3 

1938 

29*7 

43*4 

1939 

26*8 

47*4 

1947 

15-9 

27*0 

1950 

32 1 

57*5 

1951 

31-0 

57*2 

1952 

35*0 

56*8 

1953 

33-8 

56*3 

1954 

35*9 

60*7 


* Tin-in-concentrates. 

Sources: Internationa] Tin Study Group, Statistical Year Book 1954 , p. 15; and 
1955 Statistical Supplement , p. 10. 

B. TIN-MINING IN MALAYA 
Percentage of Total Output from Chinese Mines 


1910 

78 

1929 

39 

1913 

74 

1937 

32 

1919 

68 

1953 

38 

1925 

56 




Sources: L. L. Fermor, Report upon the Mining Industry of Malaya , p. 64; Inter¬ 
national Tin Study Group, Statistical Year Book 1954 , p. 154. 


c. Percentage of Total Output of Tin by Methods Used 



1928 

1937 

1954 

Dredging 

30*2 

48*2 

52-2 

Gravel-pump mining 

45*1 

38*2 

37-4 

Hydraulic mining 

8*4 

4*3 

2-3 

Open-cast mining 

6*4 

4*0 

2-2 

Lode mining 

5*6 

3-8 

3*7 

Dulang washing 

T8 

1-3 

1-8 

Other methods 

2-5 

0*2 

0-4 


100 

100 

100 


Sources: Fermor, op. cit., pp. 112-13; International Tin Study Group, Statistical 
Year Book 1954 , p. 58. 
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APPENDIX VIII 
PRODUCTION INDICES 

A. INDEX NUMBERS OF AGRICULTURAL PRODUCTION (VOLUME) 

(1934-8=100) 



Indonesia 

Malaya 


(All Commodities) 

(All Commodities) 

1946/47 

65 

89 

1947/48 

75 

132 

1948/49 

80 

141 

1949/50 

90 

140 

1950/51 

101 

145 

1951/52 

107 

131 

1952/53 

111 

130 

1953/54 

115 

127 

1954/55 

122 

131 


Source: U.N.E.C.A.F.E., Economic Surveys. 


B. INDEX NUMBF.RS OF PRODUCTION OF 
EXPORT PRODUCTS 

Indonesia 

(1938-100) 



1949 

1950 

1951 

1952 

1953 

1954 

General 1 

69 

89 

105 

106 

108 

108 

Estate 

46 

49 

63 

71 

75 

74 

Peasant 

103 

194 

228 

184 

156 

156 

Mining 

85 

93 

103 

116 

132 

137 


Source: U.N.E.C.A.F.E., Economic Surveys. 

1 Relates to eighteen products, including forest products (jungle-wood and rattan). 
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APPENDIX IX 
PLANTED AREAS 


A. AREAS PLANTED WITH CHIEF EXPORT CROPS 
IN INDONESIA (ESTATES ONLY)* 

(in thousand hectares at end of year) 


Year 

Rubber 

Sugar 

Coffee 

Tea 

Cinchona Oil Palms 

Tobacco 

1925 

415 

176 

117 

98 

19 

32 

45 

1929 

548 

197 

127 

120 

19 

58 

49 

1940 

626 

91 

96 

138 

17 

110 

19 


* Total planted area, including areas interplanted with other crops. 
Source: Statistical Pocket Book of Indonesia 1941, p. 40. 


b. For Indonesian estate agriculture in 1940, the total planted area was 
1,197,000 hectares (591,000 in Java and Madura and 606,000 in the Outer 
Provinces). For peasant agriculture in 1940, the total harvested area in Java 
and Madura was 9,122,000 hectares, of which about two-thirds were used 
for rice and maize. 

Source: Statistical Pocket Book of Indonesia 1941 , pp. 37-9. 


C. AREAS PLANTED WITH CHIEF CROPS IN MALAYA 1 

(in thousand acres) 


Year 

Rubber 

Oil Palms 

Pineapples 

Tea 

Rice 

1934 

3,282 

65 

55 

3 

765 

1940 

3,412 

78 

60 

9 

786 

1950 

3,358 

93 

28 

9 

931 


1 Adapted from D. H. Grist, Outline of Malayan Agriculture , p. 9, and B.O.T. 
Overseas Economic Surveys, Malaya , pp. 124-6. 


299 



WESTERN ENTERPRISE IN INDONESIA AND MALAYA 
APPENDIX X 

A NOTE ON FORESTRY 

access to the timber resources of the Outer Provinces, where virgin forests 
cover two-thirds of the total area, has been prevented until recent times by 
the lack of transport and labour. On the other hand, teak from Java was 
exported by the Dutch East India Company in the seventeenth and eighteenth 
centuries, and under the cultuurstetsel teak forests were worked by compulsory 
labour. With the abolition of that system private enterprise obtained a footing 
and by 1870 thirteen European timber firms were operating in Java. 1 But 
forestry is not a sphere in which the classical coincidence of public and private 
interest is easily achieved, and the necessity for conserving timber resources, 
as well as the modest financial returns obtained by private operators, soon 
brought the government back into the industry. The Forest Regulations, 
issued in 1897, provided for the gradual replacement of private enterprise by 
public enterprise as the firms’ leases expired. 2 Whereas at that time all the 
teak forests in Java were under private control, by 1930 the government was 
managing 698,000 hectares out of a total of 795,000. 3 Forestry thus became 
a State undertaking. 

It was not until the present century that Europeans began to interest them¬ 
selves in the timber of the Outer Provinces. Private firms began operations 
there because their activities in Java were curtailed by the government. In 
the second decade of the century, one of the chief firms, the Vereenigde Javase 
Houthandelmijcn., which owned sawmills in various towns in Java, took over 
a large plant on an island off the west coast of Sumatra, equipped it with 
American machinery and produced timber for export. The same company 
established a mill at Palembang. But these were risky ventures. The first 
mill had to close in 1924, and the second in 1927. The company tried its 
fortunes again in 1947, when it began to cut timber in South Borneo; but 
through labour and other troubles the project had to be abandoned. This 
experience was typical of European enterprise in forestry, and the greater 
part of the timber industry of both Sumatra and Borneo has been in Chinese 
hands. 

Nevertheless, after the Second World War, Europeans were responsible for 
establishing an undertaking of outstanding importance. In 1947 the Dutch 
administration granted a large concession in South Borneo to Bruynzeel, 
Dutch manufacturers of wooden products. A company was formed which, 
it was agreed, should be capitalised jointly by Bruynzeel and the N.E.I. 
Government; with the coming of independence, the Republican Government 
took the place of its colonial predecessor. In some parts of the concession 
the timber is now cut and handled by workers directly employed by the 
company, with the help of heavy tractors and cranes. Elsewhere it is obtained 
from the local people who float it down the rivers to points from which the 
company’s towing boats take it on to the purchasing stations. Bruynzeel has 
brought science and modern technique to the service of the industry. It has 
introduced systematic methods of classifying the timber and elaborate plants 

1 Fumivall, op. cit., p. 201. 2 ibid., pp. 201-2. 3 ibid., p. 325. 
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for processing it. Operations have reached a very large scale. In 1952 the 
firm had over a thousand employees, while some six thousand persons were 
engaged in cutting timber for sale to its purchasing stations. This is one of 
the very few examples of investment in Indonesia since the war by firms not 
previously in business in that country. 

In Malaya private European enterprise in forestry has been limited to a few 
firms whose main business was in other fields. Examples are the Duff 
Development Company, which operated a steam-driven sawmill in Kelantan 
early in the century, 1 and Malayan Collieries, which before the war worked 
a concession to supply its plywood factory. For the rest Chinese have 
predominated. In Singapore, for instance, they have created a large timber 
milling industry which draws on imports from Sumatra. Much of this 
prepared timber has been exported to the United Kingdom since the Second 
World War. These exports have usually passed through European firms 
whose practice has been to buy the unsawn timber and to require the Chinese 
millers to prepare it according to their specifications. As in Indonesia, the 
government concerns itself with the industry. The Forestry Department of 
the Federation fells timber for sale, exercises general supervision over the 
forests, conducts research into utilisation and seeks to improve transport 
services in the timber reserves. 

1 W. A. Graham, op. cit ., p. 96. 
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APPENDIX XI 

TRADES OF THE GREAT EAST 


L Spices and Gums 

it was as a source of spices that the islands of the Great East first entered 
the orbit of world trade. The government’s original monopoly of this trade 
was abolished in 1864, and from then onwards spices were for many years 
exported to the West by way of Singapore to which they were shipped by 
local Chinese dealers. When Macassar became an ocean port, the market for 
spices as for other products of the eastern part of the Archipelago shifted 
there, and Singapore was left with a very small share of the trade. 

The chief spices are nutmeg and mace. Both are derived from the fruit of 
the nutmeg-tree; nutmeg is the kernel and mace its covering. The tree 
flourishes in the volcanic soil and in the climatic conditions found in the 
Banda Islands in the Molucca group and in the Sangihe Islands north of 
Celebes. The Bandanese people, who produce the best quality, are of mixed 
Dutch and native blood. They grow the nutmegs on plantations called 
perks\ they separate the mace from the nutmeg and sell both products to 
Chinese dealers, who in turn supply European or Chinese exporters. In the 
exporters’ godowns at Macassar, where the scene has hardly changed for 
centuries, the products are sorted and graded by native women. Apart from 
the substitution during the last twenty years of press packing for trampling 
by the foot, technical progress has passed this trade by. 

Before the end of the nineteenth century. Macassar also became the market 
for many varieties of gums. One of the founders of this trade was the de 
Molukse Handelsvereniging. The firm began its activities by opening coffee 
and coco-nut plantations in North Celebes, but gradually it embarked on 
trade in native produce, and the island of Halmahera became the chief site 
of the company’s operations. When the firm arrived there, the natives were 
living in very primitive conditions, and although the island was stocked with 
damar-trees, no products of any kind had been exported. At several points 
on the coast of Halmahera the firm built godowns and surrounded them with 
palisades for defence. From these centres tappers pushed into the interior, 
under constant menace of attack from the natives, who coveted their tapping 
knives. The produce was shipped in the company’s sailing schooners and 
barges to places served by the K.P.M. steamers. During the twentieth century 
these calling-places grew into small towns, and the local inhabitants took over 
the collection of the produce which they delivered to Chinese dealers, or, 
more recently, to Indonesians. 

At Macassar the gums are clean sorted, and graded by the dealers, and at 
one time they were sent to Singapore for sale and export to the West. The 
familiar shift in trade followed on the opening of Macassar as an ocean 
port, and Singapore was left to handle only a minor part of the gum supply 
that came from Sumatra, parts of Borneo and Malaya. The gums were origi¬ 
nally used mainly for the manufacture of paints and varnishes. With the 
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introduction of synthetic products during the inter-war period, the trade 
diminished and the number of dealers at Macassar declined. 

2. Shells 

For many years the islands of the Great East provided sea-shells as raw 
materials for European and American button manufacturers, mother-of-pearl 
and troca being the most important. Before the Second World War some 
forty schooners under Australian, Japanese and Chinese ownership fished for 
mother-of-pearl shells round Dobo, the capital of the Aru Islands. Every 
schooner carried from six to eight divers. From Dobo the shells were taken 
in small ships to Australia and Macassar for sale to export merchants. Since 
the Second World War the produce has been sold to exporters at Dobo, 
although it still has to be taken to Macassar and other ports for tran¬ 
shipment. The troca shells are gathered at low tide from coral reefs. Native 
collectors sell the shells to Chinese and Indonesian dealers. These ship them 
to Macassar for sale to the exporters, who grade and clean them. Most of 
the exporters are Dutch, for the Chinese are at a disadvantage through their 
ignorance of the conditions of manufacture in Western countries and their 
lack of connections with Western manufacturers. For trade in a natural pro¬ 
duct in which variations in quality greatly affect the value, such obstacles 
are serious. Since the war the shell trade has declined in the face of 
competition from plastic materials. 

3. Rattans 

The competition of synthetic materials has also damaged another trade of 
the Great East, namely the rattan trade. Rattans are creepers found in the 
forests of Celebes, Borneo and Sumatra. About ninety varieties exist. Some 
are used whole for the frames of cane furniture and others for basketry, while 
the skin and core provide materials for wicker-work. Before shipment the 
rattans are sorted, washed and chemically treated. Special machines are used 
to skin and core the material. The Chinese were pioneers in the export of 
rattans, which they originally sent to Hong Kong; but the development of 
a substantial trade with Europe was the work of a German called Seeuwen, 
who had connections with wicker manufacturers in his homeland. 

Seeuwen established a rattan-sorting plant in Central Celebes, and in 1904 
he formed a partnership with a Chinese named Oei, who also owned a rattan¬ 
sorting plant in Central Celebes and was already engaged in exporting to 
Hong Kong and Singapore. The partnership began the export of rattans 
from Macassar to Hamburg, which became the centre of the European 
rattan-manufacturing industry. During the 1920s the firm opened a sorting 
plant at Macassar, which by that time had become the East Indian market 
for rattans, as for many other products of the Great East. The trade grew 
rapidly during the inter-war period, and several other firms entered it. The 
properties of the traders were destroyed during the war, and afterwards the 
trade was affected by the successful competition of plastics. Much of it is 
now concentrated in the hands of Internatio, which took over the Sino- 
German partnership in 1949, and a single Chinese firm; the complication of 
the preparatory processes leaves little scope for small traders. 
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4. Skins , Feathers and Mats 

Commercial contacts with the West have enabled markets to be found for 
a multitude of jungle products which previously went to waste. Among these 
are skins of crocodiles, lizards, snakes and giant frogs. Crocodile skins are 
bought from the natives of New Guinea. Before the war they were marketed at 
Macassar, but since New Guinea became a separate administrative area this 
trade has been interrupted, and such sales as are still made go direct to Western 
markets. The same is true of the New Guinea trade in birds’ feathers. The 
skins of the small reptiles come mainly from Borneo and the Celebes. They 
are dried by the native catchers and sold to Chinese or Indonesian dealers, 
who, in turn, sell them to European exporters at Macassar. The trade is 
hazardous, partly because the skins are likely to deteriorate in the course of 
shipment, and partly because of the vagaries of fashion. Another trade that 
was called into being by Chinese traders was that in rush mats and bags. These 
articles are made by the peasants of South Borneo in their own homes and 
sold to local dealers. The mats are then shipped to Medan, Surabaya and 
Macassar, where they are used for baling tobacco or in the packing of salt 
or other produce. 
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APPENDIX XII 

A NOTE ON THE STATUTE OF UNION AND ON 
THE FINANCIAL AND ECONOMIC AGREEMENT 
BETWEEN THE KINGDOM OF THE NETHERLANDS 
AND THE REPUBLIC OF INDONESIA 

when in 1949 the Netherlands Government transferred to the Republican 
Government sovereignty over Indonesia (except Dutch New Guinea, 
about which agreement was not reached), the two governments decided to 
create the Netherlands Indonesia Union in which the partners were to 
co-operate ‘for the promotion of their common interests’. A Financial and 
Economic Agreement was attached to the original Statute of Union, and this 
accorded to Dutch interests certain privileges in relation to those of third 
nations, notably preferential treatment in the remittance of funds from Indo¬ 
nesia to Holland. Tt was also agreed that the Republic of Indonesia would 
take ‘due account of the considerable economic and financial interests’ of 
the Netherlands in Indonesia and that in trade negotiations with third parties 
the delegates of the two countries should act ‘in co-ordination'. 1 Neither the 
Statute of Union nor the Financial and Economic Agreement attached to it 
has been of much practical importance. Even the preferential treatment 
accorded to remittances to Holland has been robbed of some of its value to 
the Dutch because of the rigid exchange controls imposed by the Indonesian 
Government, indeed, in the administration of economic policy and in the 
conduct of commercial and financial transactions the Indonesians have been 
disposed to look with rather less disfavour upon the undertakings and 
interests of the British and other foreigners in their country than on those of 
the Dutch, being influenced in their attitude by resentful memories of the 
colonial regime. In February 1956 the Indonesian Government, by unilateral 
action, abrogated the Union, and with it the Financial and Economic Agree¬ 
ment. At the same time it ceased servicing its debts to Holland and a few 
months later repudiated them. These debts, according to the Dutch, then 
amounted to £61 million. 

1 A statement in English of the terms of the Statute and of the various agreements 
attached to it is given in the report of the Round Table Conference of 2 November 
1949, which was published by the Secretariat-General of the Conference at The 
Hague. 
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APPENDIX XIII 
CHAMBERS OF COMMERCE 

the Chambers of Commerce have been very influential bodies in Malaya. 
The Singapore Chamber of Commerce was founded in 1837; at first it was 
a multi-racial body, but by 1860 it had become exclusively European. In 
1886 the government of the Straits Settlements recognised it as a representative 
body with the right of nominating an unofficial member to sit on the legislative 
council. The Chinese Chamber of Commerce was founded in 1906, and since 
then it has provided a channel for presenting the views of the Chinese 
community to the government. 1 There is also an Indian Chamber of Com¬ 
merce in Singapore. In the other main cities of Malaya Chambers of Commerce 
have been established by the different communities. The several Chambers 
have frequently co-operated when issues affecting the business community 
as a whole have arisen. 

^ong, op. cit.y pp. 19, 40, 114, 387; and W. Makepeace, G. E. Brooke and 
R. St. J. Braddell, op. cit., vol. n, pp. 30-1, 39-40. 
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Lim Peng Siang, 261 

Linatex, 127 

Lindeteves N.V., 235 

Lizard skins, 304 

Lloyd's agents, 55 

Lloyds Bank, 203 

London Tin Corporation, 58, 157 

Longhorn (Texas) smelter, 171 

Low, Sir Hugh, 150 

McAlister and Co., 57 
Macassar, 19, 91, 100, 211, 218-19, 241, 
246, 249, 254, 302-4 
Mace, 72, 302 
McGillivray, F., 110 
Machinery, imports of, 234-5, 240, 260, 
294 

Machinery, servicing, 53,235 n., 256,261 
Maclaine Watson and Co. Ltd., 61-2,275 
Madura Island, 100, 227, 264, 287, 299 
Maize, 72, 219 

Malacca, 16-17, 19 -22, 38, 57, 107, 114, 
149 

Malacca Rubber Plantations Ltd., 114 
Malacca Sugar Co., 107 
Malang, 226 

Malay merchants and dealers, 237, 238, 
245 

Malay Reservations Enactment, 115 
Malaya and British Borneo Currency 
Commissioners, 201, 209, 265 
Malayan Airways Ltd., 59, 217, 229 
Malayan-American Plantations Ltd., 58, 
115, 127 

Malayan Collieries Ltd., 164 5, 262, 301 
Malayan Fertilisers Ltd., 127 
Malayan Governments, economic activi¬ 
ties and policy, 43-4, 49-51, 106, 
108-10, 115-16, 122-8, 130, 132-4, 
142, 144-6, 149, 154-6, 159, 161-3, 
165-6, 168, 181, 200-1, 205, 207-9, 
222-3, 226-32, 235-6, 251-2, 254, 
262-3, 265-71, 275 et seq ., 290, 301 
Malayan Laboratories Ltd., 262 
Malayan Palm Oil Bulking Co., 143 
Malayan railways administration, 227 -9, 
232 

Malayan Textile Mills Ltd., 263n. 
Malayan Tinfields Ltd., 55 
Malays, 15-16, 38, 40, 42-3, 45, 47-8, 
107, 115-16, 132-4, 149, 164, 237-8, 
245, 263, 273, 280, 282, 287; see also 
Malay merchants and Rubber, small¬ 
holders’ 


Manganese, 166 

Mansfield and Co. Ltd., 59, 215-16, 229 
Manufacturers' agencies, 53, 62, 235, 
238, 242 

Manufacturing industry, large (Indo¬ 
nesia), 256 60,32,35-7,61-2,275, 289 
Manufacturing industry, large (Malaya), 
47, 58, 252, 256, 260-3, 274, 275, 282 
Manufacturing industry, small (Indo¬ 
nesia), 32, 35-7, 99, 256-60, 273 
Manufacturing industry, smalt (Malaya), 
46, 250-2, 256, 260 3, 274, 282 
Marcus, Samuel, 177 
Margarine industry, 259, 262 
Markham, Sir Clements, 108 
Marshall, Alfred, 266 
Martapura, 173 
Mat trade, 304 
Match industry, 256 
Maxwell, Sir William, 115 
Medan, 55, 194, 227, 304 
Menado, 38 
Menten, J. H., 177 

Mercantile Bank of India, 59, 201-3, 
206,208; see also Chartered Mercantile 
Bank 

Merchant and agency houses, 25, 52-8, 
112-13, 157-8, 161, 190-2, 207, 234, 
246-7, 271, 272, 275, 276 
Merchants; see Chinese, European, In¬ 
donesian and Malay merchants 
Messagcrics Mari times, 211 
Metal Box Co. Ltd., 58 
Miller, Sir Eric, 135 

Mines, Bureau of, Indonesia, 168-9, 
174-5 

Mines, Dept, of, Malaya, 44, 154-5 
Mining; see individual minerals 
Mitsui Bank, 194 

Molucca Islands, 17, 19, 23, 70, 216, 
217, 302 

Motor industry, 257, 261 
Mudie Mission, 130 
Muhlinghaus, Hermann, 159 

National Carbon Ltd., 258 
N ati onal Ci ty Bank of N ew York, 202,209 
National Provincial Bank, 203 
National Union of Plantation Workers, 
132 

Nationale Handelsbank, 198 
Nederland Line,26,212,215,218,222,231 
Ncderlands Landbouw Mij., 189 
Nederlands Rubber Unie, 99 
Nederlandse Handel Mij. (N.H.M. or 
'Factorij'), 23-5, 60, 63, 79, 81, 97, 
101, 172, 175, 182, 185, 188-91, 202, 
206, 209-11, 215, 221, 228, 234, 272 
Nederlandse KoJoniale Petroleum Mij., 
178-9 
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Nederlandse Pacific Petroleum Mij., 179 
Nederlandse Stoomvaart Mij. ‘Ocean’, 
216 

Nedcrlands-Indische Aardolie Mij. 

(N.I.A.M.), 60, 178-9, 289 

N.I. Bauxiet Exploitatie Mij., 174 
N. Escompto M ij.; see Escompto Ban k 
N.I. Handelsbank, 187-9, 193, 198, 202 
N.I. Spoorweg Mij., 188 
N.I. Tin Exploitatie Mij., 170 

N. I.V.A.S., 85 

Negri Sembilan, 40-1, 108, 227 
Netherlands, King of, 23, 175 
Netherlands, Prince Henry of, 26,169,212 
Netherlands Indies Currency Act (1854), 
183 

Netheriands-Indies Steamship Co., 
214-15 

Netherlands Indonesia Union, 305 
Netherlands Trading Co.; see Neder¬ 
landse Handel Mij. 

New Guinea, 178, 217, 304, 305 
New Oriental Bank Corporation, 203 
Nickel-mining, 36, 174 
Nienhuys, Jacob, 26, 97 
Norddeutsche Lloyd, 211, 213, 216-17, 
221 

Nutmegs, 72, 302 

O. G.E.M., 229-30 

Ocean Steamship Co.; see Blue Funnel 
Line 

Oil, bulk shipment, 141, 143-4, 176,212, 
250 

Oil, mineral, 174-80, 29-31, 36-7, 64, 
168, 187, 196, 212, 254, 264, 272, 
289 291—2 

Oil-mills, 249-50, 261 
Oil palms and oil-palm products, 
Indonesia, 140 et seq., 29, 63, 71-2, 
190-1, 264, 269, 272, 921-2, 299 
Oil palms and oil-palm products, Malaya, 
140 et seq.y 42,54- 5, 59, 130,146, 148, 
269,271,293-4,299 
Oil refineries, 175, 178-9 
Oils, essential, 72 
Ombilin mines, 172-3, 227, 256 
Oost Borneo Mij., 172, 174 
Opium, 54, 159 

Oriental Bank Corporation, 193, 201-3 
Oriental Estates Co. Ltd., 111 
Osborne and Chappel, 58, 151, 156, 158 
Ott and Co., 262 

Overseas Chinese Banking Corporation, 
59, 194, 206-7, 208, 237n., 263n., 
282 n. 

P. and O. Banking Corporation, 203 

P. and O. Steam Navigation Co., 203, 
210-11, 231 


P. and T. Lands, 63,67-8,74,89,90,92, 
117, 119, 188 

Padang, 227, 232, 256, 257 
Pahang,40-1,43, 111, 143,155, 166,203 
Pahang Consolidated Co., 154 
Palembang, 19, 172, 177-8 
Pankalan Brandan refinery, 175, 179 
Paper industry, 256-7 
ParticuHere landerijen , 67-8, 70 
Pasuruan, 84, 86 

Pataling Rubber Estates Syndicate, 56, 
110-12 

Peak Brothers and Winch, 119 
Peanuts and peanut oil, 72 
Pcet, John, 102 

Penal sanctions; see Labour, indentured 
Penang, 21, 38, 41, 55, 107, 149, 159-61, 
175, 193, 202, 217, 229, 230, 232, 238, 
249, 250 

Penang, entrepot trade, 47, 254-5 
Pepper, 19-20, 23, 24, 54, 72, 244 
Perak,39 41, 108,115,117, 149-52,155, 
165,227 

Perak Hydro-Electric Power Co., 230 
Perlis, 40 

Philips Co. Ltd., 260 
Phosphates, 259 
Pig trade, 219 

Pineapple Conference (1930-1), 251 
Pineapple Industry Ordinance (1934), 251 
Pineapples and pineapple-growing, 
250-2, 42, 272, 293, 299 
Pirelli Co., 120 
Plastics industry, 242, 262 
Plywood factories, 62, 164, 262, 301 
Poeloc Radja estate, 141 
Political insecurity, 74,76, 86-7, 91,100, 
105, 128, 130, 134, 136, 138, 144, 146, 
163, 165, 174, 179, 196, 198-9, 246, 
259-60, 263, 265-6, 278-80, 282, 285 
Population, Indonesia, 16,33-4,73,264, 
287 

Population, Malaya, 16, 45, 47, 287 
Port Dickson, 227 
Port Swettenham, 144,232, 254 
Port Weld, 227 
Ports, open, 214 

Ports and harbours, 231-2, 26, 37, 99, 
254 

Portuguese, 17-19, 250, 269 
Prai, 228, 232 
Preanger, 92, 101-3 
Province Wellesley, 38, 107 
Public Health, 30, 44, 73, 267 
Public Utilities, Chap. XIII, 256, 289 

Quinine; see Cinchona 

Radio industry, 259-60 

Raffles, Sir Thomas Stamford, 21-3, 67 
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Railway-carriage works, 257 
Railways, Indonesia, 226-7, 25, 29-30, 
61, 99, 104, 172, 188, 267, 289 
Railways, Malaya, 227-8, 43, 46, 113, 
156, 164-5, 267, 290 
Rattans, 54, 303 

Raub Australian Gold Mining Co. Ltd., 
166-7 

Rawang, 262 
Reerink, Jan, 175 
Rented land, 69-70, 80-1 
Restriction schemes; see Rubber, Tin, 
Sugar and Cinchona restriction 

Retail trade, 64-5, 235, 237, 242, 267 
Rice, 19, 35, 38, 42, 48, 54, 68, 72, 82, 
87, 147, 148, 194, 198, 212, 216, 218, 
219, 234, 241-2, 249, 254, 261, 265, 
299 

Ridley, H. N., 109-10, 114 
Riouw Islands, 36, 174, 244 
Ris, Victor, 118-19 
Roads, Indonesia, 30, 74, 118, 178 
Roads, Malaya, 43, 155-6, 228 
Rockefeller, J. D., 176 
Ross Taylor and Co., 63 
Rothschilds, 176 

Rotterdam Bank, 187, 193, 202, 203 
Rotterdam Lloyd Co., 211, 212, 215, 
218, 222, 231 

Rotterdam Trading Society; see Inter¬ 
national Crediet- en Handelsverenig- 
ing ‘Rotterdam’ 

Rowntree and Co. Ltd., 146 
Royal Commission on Shipping Rings 
(1909), 222 

Royal Dutch Co., 175-7 
Royal Dutch Shell, 177-8, 289 
Ruijs, W., 211-12 

Rubber, Indonesia, Chap. VI, 29, 30, 
34, 37, 60, 62, 63, 70, 74, 90, 147, 
190-1,264, 269-73,279, 288-9, 291-2, 
299 

Rubber, Malaya, Chap. VI, 41,46, 52-8, 
145-6, 148, 203, 242, 251, 261, 264, 
269-73, 277, 290, 293-6, 299 
Rubber Cultuur Mij. ‘Amsterdam’ 
(R.C.M.A.), 63, 136, 141 
Rubber, cyclised, 133 
Rubber Estate Agency of London 
(Malaya) Ltd., 57 

Rubber Estates of Johore Ltd., 112 
Rubber Growers’ Association, 116, 
121-2, 126 

Rubber latex, 71, 127, 133, 136, 212, 
248 293 

Rubber manufacturing, 258, 261, 262 
Rubber Plantations Investment Trust, 
119 

Rubber prices, 34, 44, 46, 111, 120-3 


Rubber processing, 57, 59, 247 
Rubber Producers’ Council, 132 
Rubber Replanting Fund, 145-6 
Rubber research, 55, 126-7, 129, 132-4, 
136 

Rubber Research Institute of Malaya, 
126, 133, 242 

Rubber restriction schemes, 34-5, 
120 6, 132, 277 

Rubber, smallholders’, Chap. VI, 31,42, 
58,99, 147-8, 242,247,248,271-2,295 
Rubber, synthetic, 133, 137, 273 
Rubber, Technically Classified (T.C.R.), 
133-4,136 

Rubber, trade in, 246-8, 47, 56, 59, 
71, 131, 207, 243-5, 254-5, 263, 291-5 
Rubberfonds, 247 

Rural Industries Development Associa¬ 
tion, 242, 262 
Russell, J. A., 164 

Sago, 54, 219, 249 
Salida silver-mine, 173 
Sandilands Buttery and Co., 55-6 
Sangihe Islands, 302 
Sarbupri, 74 
Schlimmer and Co., 62 
Seeuwen, Herr, 303 

Selangor, 40-1, 108, 110-11, 115, 142, 
152, 155, 227, 252, 262 
Semarang, 60, 62, 226 
Serdang Research Station, 145 
Seremban, 227-8 
Shaw, R. G. and Co., 57 
Shell Transport and Trading Co., 177 
Shells, 177, 303 

Shipbuilding; see Docks and dockyards 
Shipping, Chinese, 213, 216 et seq., 243, 
261, 274 

Shipping, Indonesian, 219, 224 
Shipping, Western, Chap. XII, 24, 26, 
35-6, 50, 64, 231, 254, 258, 271-2, 
275 289 

Shipping agencies, 53-5, 59, 62, 221-2, 
246 

Shipping Conferences, 221 et seq . 

Shire Line, 211 

Shoe manufacturing, 58, 242,258, 261-2 
Siebold, von, 101 
Silk, 54 

Silver (monetary), 182-3, 193, 200 et seq. 
Silver-mining, 168, 173 
Sime Darby and Co., 57, 127, 157 
Singapore, 15-16, 22, 38-9, 46-8, 52, 
54-5, 62, 107, 111, 160-1, 171, 194, 
200 et seq., 210-11, 213-14, 228-32, 
236-8, 245-50, 261-4, 267-8, 279-80, 
293, 301-3; entrepot trade, 253-5, 
38-9, 44, 59, 216 et seq., 236, 238, 
243 et seq., 272, 280-1, 294 
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Singapore Botanical Gardens, 109, 116, 
142, 267, 270 

Singapore Chamber of Commerce, 40, 
200, 222, 306 

Singapore Chamber of Commerce Rub¬ 
ber Association, 247 
Singapore Electric Tramway Co., 230 
Singapore Harbour Board, 232, 267 
Singapore Improvement Trust, 262 
Singapore Manufacturers’ Association, 
261 

Singapore Plywood Factory, 262 

Singapore Rubber Works, 261 

Singkep, 27, 169-71 

Singkep Co., 170 

Sisal, 63, 190, 191 

Skins, 304 

Slavery, 24, 70 

Smith, Adam, 151 

Snake skins, 304 

Soap industry, 256, 258, 261 2 

Sobsi, 74 

Socfin and Co., 58, 63, 114, 119, 129, 
133, 142-5,270 

Society des Stains de Kinta, 150 
Soekabocmische Landbouw Vercniging, 
102 

Somerville, D. K., 217 
Spaniards, 17-19, 250, 269 
Spices, 16-19, 23, 38, 41, 54, 107, 302 
Standard Oil Co., and Standard Vacuum 
Petroleum Mij.,64,176, 178-9,187,289 
Stannum Co., 170 
Steenkolcn Mij. Parapatlan, 173 
Stephens, F. A., 110 
Stevenson Restriction Scheme, 120 3, 
34, 44, 268 

Straits-Bombay Conference, 223 
Straits Homeward Conference, 222-3 
Straits Settlements Trade Commission 
(1933-4), 223, 236, 244, 247 
Straits Steamship Co., 59, 216 17, 229 
Straits Trading Co., 158-61 
Suez Canal, 26, 211, 231 
Sugar, Indonesia, Chap. IV, 20, 23-7, 
30-1, 37, 70~4, 147, 184-5, 187, 
189-90, 192, 196-7, 212, 227, 256, 
260,264, 267,271-2,288-9,291 -2, 299 
Sugar, Malaya, 41, 107, 116, 272 
Sugar restriction schemes, 35 
Sukabumi, 102, 105 
Sulphur, 62 

Sumatra, 15-16, 19, 21, 26, 28, 36, 61, 
89, 103-5, 140, 142, 170, 172 3, 175-8, 
180, 218-21, 227, 230, 241, 244, 247, 
250, 257-8, 271, 273, 300-3 
Sumatra, east coast, 26, 30-1, 55 -6, 
62-3, 69-71, 74-6, 90, 97-100, 112, 
118-20, 136, 141, 143, 213-14, 216, 
218, 220, 227, 237-8, 248, 254, 271 


Sungei Besi, I54n. 

Surabaya, 62, 102, 188, 217, 230, 232, 
235 n. s 257, 259-60, 304 
Swettenham, Sir Frank, 56, 267 
Sword, James, 159 
Sze llai Tong Bank, 206 

Taiping, 203, 227 
Tan Chay Yan, 114 
Tan Kah Kee, 261 
Tan Tang Ho, 238 n. 

Tanara estate, 102 
Tanjong Pagar Dock Co., 55, 231-2 
Tanjong Priok, 221, 231-2, 257 
Tapioca, 54, 72, 191, 265 
Tarakan, 176 

Taxation, 20-1, 234, 27, 30, 68, 118, 
135, 156, 179, 278 
Tea restriction schemes, 104 
Tea trade, 54, 56-7, 102-4, 213, 291-2 
Tea-growing, Indonesia, 100-5,23 4, 31, 
35, 56-7, 62-3, 71, 90, 147, 190-1, 
264, 272, 289, 291-2, 299 
Tea-growing, Malaya, 130, 299 
Teak, 29, 300 
legal, 258 
Tel ok Bajur, 232 
Teluk Anson, 159 
Ternatc, 17, 19 

Textile industry; see Cotton industry 
Textile Institute, 257 
Textiles, imports of, 238, 249, 253, 294 
Tidor, 17 

Tiedeman and van Kcrchem, 63,117,187 
Timber, 57, 164, 262, 300-1; see also 
Forestry 

Tin, Indonesia, 168 71,22,26,29, 31,37, 
42, 50, 54, 60, 64, 188, 232, 264, 279, 
288, 291-2, 297 

Tin, Malaya, 149- 64, 39, 41, 46, 55, 
57-8, 203, 205, 227, 230, 254-5, 
261, 264, 272, 274, 290, 293-4, 297 
Tin restriction schemes, 35, 161-3, 171 
Tin smelting, 46,158-61, 170-1,256,261 
Tjilitjap, 60 

Tobacco, 95-100, 17, 23-4, 26, 31, 37, 
54-6, 62-3, 69-71, 73, 118, 147, 190, 
211, 221, 264, 271 -2, 288, 291-2, 299, 
304 

Torojo, 91 

Tourist industry, 220 
Trade, Chap. XIV; see also Exports and 
Imports, and Chinese, European, 
Indonesian, Malay merchants 
Trade restrictions, 35, 44, 235 et seq ., 
258, 268,278,281, 305 
Trade unions, 46, 74-5, 86, 132 
Trail and Co., 79 
Tramways, 81, 230, 289 
Treaty of Bangkok (1909), 41 
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Treaty of Pangkor (1874), 40 
Trengganu, 41, 43, 45, 55, 146, 166, 203, 
243 

Tyre manufacturing, 258 

Unilever; see Lever Bros. 

United Cocoa Development Corpora¬ 
tion, 146n. 

United Engineers Ltd., 235, 261 
United Serdang (Sumatra) Rubber 
Plantations Ltd., 119, 135 
United States Rubber Co., 58, 63, 114, 
119, 127 

University of Indonesia, 77 
Ulu Remis estate, 143 

V.J.S.P., 84-5 
Vanilla, 62 

Vereenigde Javase Houthandelmijen., 
300 

Vlaanderen furnace, 171 
Volksraad, 33 


Wattie and Co., 63 
Wearne Brothers, 229 
West Irian; see New Guinea 
Westminster Bank, 203 
Wholesalers, 240-1 
Wickham Sir Henry, 109 
Wilkinson Bernard, 127 
Wilkinson's Process Rubber Co. Ltd., 
127 

World War, First, 32, 42, 84, 152, 217, 
254, 256-7, 261 

World War, Second, 37, 46, 85, 105, 
128, 134, 148, 163, 165, 171, 173, 179, 
195, 196, 207-8, 228-9, 232, 252, 
258 9, 266; see also Japanese occupa¬ 
tion 

Yokohama Specie Bank, 194 

Zaibcitsu, 194 
Zijlker, A. J. S., 175 
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‘The distorted, unbalanced, arrogant view of history will change slowly 
when Asian writers reveal not only their own culture but unfold... the long 
landscape of East-West relations. Asian historians can help us to see our¬ 
selves as they see us. There is, of course, the opposite danger of overlooking 
what was valuable ... in their contacts with the West.... This book is ... 
the first full-length study by an Asian historian of European activities in Asia 
for 450 years. . . . This masterly book ends with the imaginative query 
whether, given the choice, the peoples of Asia may not conclude that they 
have assimilated and adapted, albeit unconsciously, far more that is valuable 
in European life and culture dian is offered by ideologies, whether right or 
left, which now agitate their awakened and searching minds. . . . Sardar 
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Prof. G. C. Allen and Audrey G. Donnithorne 

‘The scope of the book, by two higlily qualified political economists, is 
narrow... But it docs, widiin these self-imposed limitations, go into every¬ 
thing with great thoroughness and in depth. It mast be rare for such a work 
to have so much painstaking and precise research behind it. . . . The 
modernisation of Japan was a process consciously willed by the central 
government. The modernisation of China has until now been resisted. . .. 
The authors of this book have provided excellent and full material for the 
study of these developments and have presented their findings clearly and 
interestingly/ The Times Literary Supplement. 
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‘Much the best introduction to this fascinating but difficult subject.’ Man- 
Chester Guardian. 

‘This work is likely to remain for some time the best introduction to the 
subject in the English language. . . . Professor Allen’s book should be read 
carefully by all who arc concerned with present policy and administration in 
Japan and widi its future development; and, in addition, by economists 
generally for the light it throws on economic questions which are significant 
not onl y for Japan, but also for all areas which are faced with the problem of 
developing industries and commerce to meet the needs of a growing 
population.’ The Economic Journal . 

3 rd Impression . Demy 8ro. 155. net 


POPULATION GROWTH 
AND LEVELS OF CONSUMPTION 

Prof. Horace Belshaw 

This book considers the practical problems of economic development in 
countries in which the prevailing outlook and a recent or probable increase 
in the rate of population growth make it difficult to escape from a ‘Malthusian 
situation.* Professor Belshaw develops a valuable analytical apparatus with 
which he dien examines die problems of capital formation, investment, 
economies of scale, innovations, and die effective supply of labour, all in 
relation to population growdi. Drawing on his own wide practical experi¬ 
ence in under-developed countries, he is able to integrate social, institutional 
and cultural factors widi die economic. He concludes with some illuminating 
insights on international capital aid and technical assistance. This work com¬ 
bines incisive theory with a solid experience of practical possibilities. 
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